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NIGHT SAFES HELP THE BANK AS 
WELL AS THE CUSTOMER....... 


N these days of building restrictions, Banks in many countries find 
| their branches inadequate to cope with the pressure of business and 

this congestion is aggravated by the habit of customers to assemble 
before the cashiers at ten minutes to closing time. The consequent 
strain upon the staff can be relieved by the installation of a Night Safe, 
in which deposits can be made after banking hours. The Bank can then 
arrange with the customer for his attendance at a mutually convenient 
time to open his wallet. Further relief is available in the provision by 
John Tann of special wallets which, by arrangement with the customer, 
can be opened by the Bank, who may then credit the account of the 
customer with the contents without the necessity for his attendance 
at the Bank. Thus, the Night Safe becomes not only a much-appreciated \ 
facility to the customer of a 24-hours-a-day banking service but also 
a means by which a Bank may conveniently cope with business in excess 
of that normally handled. 

The John Tann Night Safe is favoured on account of its ease and 
economy of installation, its security from theft and fraud and its freedom 
from mechanical breakdowns. Of the Banks in the British Isles who 
provide night banking facilities, 80°,, use the John Tann Night Safe. 
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A Banker's Diary 


On the home front, by far the most important development this month has 
been the announcement of the second instalment of the Government’s hastily 
devised crisis plans—the scheme for exports. The international 
Export aspects of this plan are discussed in a later article, which 
Target examines the crisis in its wider international setting. Here at 
Arithmetic home Sir Stafford Cripps’s proposals have had a mixed recep- 
tion. Together with the import cuts aggregating {228 millions 
in a full year, they are intended to bridge the estimated gap of £600 millions 
on the balance of payments. On these figures, therefore, the export expansion 
required to restore equilibrium totalled £372 millions. And the separate 
targets for individual industries—set forth in great detail, with some of them 
carried to several places of decimals—which the Board of Trade proposes, and 
believes to be practicable, add up precisely to the requisite total. Such arith- 
metical precision points the first criticism of the plan. This statistical pro- 
gramme, ranging from needles to ceramics, from rolling mill machinery to 
printers’ ink, was compiled departmentally without formal discussion with 
the many industries concerned. In some cases, the departments’ close contact 
with particular industries in the past may lend to the figure some air of realism, 
but obviously this can be true only in the minority of instances. To what 
extent the authorities will readily revise their figures in the light of representa- 
tions from industry ard of the rapidly changing conditions in world markets 
is not yet clear—though there are pious affirmations of the virtues of flexibility. 
The Government intends to rely for enforcement of the programme chiefly 
upon existing techniques of physical control supplemented by the new powers 
of limited direction of labour. Yet this plan does differ in principle from its 
predecessors, for there is at last a declared intention to take drastic measures 
where necessary. Firms which cannot reach their export target will in prin- 
ciple be faced with the choice of switching their production to goods which 
can be sold abroad or of losing their allocation of materials and labour. This 
is the technique which was employed with tolerable success to ensure con- 
centration of effort upon vital work during the war; and the evidence of 
determination which its re-introduction affords is welcome. But it is wholly 
unrealistic to suppose that it could have an even remotely comparable success 
now. As THE BANKER recalled last month, the Government admitted in its 
own White Paper last February that the system of raw material allocation 
was quite unable to “ bring about very rapid changes or make very fine 
adjustments ’ ’—and the volume of detailed work which. this programme would 
involve is incomparably greater than anything which was in contemplation 
six months ago. The administrative machine, even if its personnel is further 
enlarged, will be quite unable to cope with so herculean a task, and if it is 
forced to attempt it below the level of quite general planning, there are bound 
to be huge delays and administrative bottlenecks. Yet the plan apparently 
contemplates detailed direction not merely in the enforcement of global targets 
but in prescribing the markets towards which the goods of particular firms 
shall move. 
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THE third criticism is in one sense a corollary of the second, and is one with 
which all readers of THE BANKER will be familiar. Precisely because the task 
of such minutely detailed physical direction is beyond the 

Still No capacity of any conceivable administrative machine, financial 

Emergency and fiscal measures of compulsion become more than ever 
Budget indispensable. This, moreover, is the very sphere in which 
such measures can work most speedily and with least friction, 
For example, to the extent to which there remains a market abroad for rela- 
tively non-essential goods, steep increases in purchase tax would quickly force 
manufacturers to divert an increasing proportion of their output thence. But, 
quite apart from the evident feasibility of such specific fiscal expedients, there 
is obviously an ever-increasing need to exert a general financial pressure. The 
surplus of current incomes over the available supply of goods, which has done 
so much damage in the past by attracting productive resources into wasteful 
production for the home market, will now be greatly enlarged—first, because 
the supply of goods for the home market will fall sharply, and, secondly, because 
the drive for harder work will mean bigger payments in overtime. Yet stil] 
there is no news of an emergency Budget, and little sign that the Government 
is prepared for the kind of wages policy which would make fiscal pressures 
really effective. 

These are surely devastating criticisms. Yet it would be wrong to suppose 
that the Cripps’ plan does not mark a real advance. The principles are sound, 
and for the first time have been plainly enunciated by the Government itself. 
The targets may be unrealistic, but the Government could not have been 
expected, given the tardiness with which it approached the whole problem 
of crisis measures, to produce realistic figures in so short a time. A working 
basis is better than no basis at all, for at least it demonstrates to industry the 
order of magnitude of the task with which it must grapple. But, if it is to be 
plunged afresh into a chaos of hastily devised plars for bureaucratic direction 
in detail, and if no firm action is taken in the budgetary sphere, there will be 
little chance that the global target can be reached. 


WITH the immobilization of the residual $400 millions of the U.S. credit, the 
British Government has quickly been compelled to encroach on its two final 
reserves, the gold in the Exchange Equalization Account and 

Tapping the facilities available at the International Monetary Fund. 
the The three drawings on the credit of $374 millions each which 
Reserves were “ in the pipeline ” at the time of Mr. Dalton’s broadcast 
on August 20 had been expected to cover the dollar require- 

ments for some time ahead. This coverage, however, was largely for account 
of others ; and since Britain’s own direct requirements have continued at a 
substantial rate (this is the peak of the seasonal pressure and the steps taken 
to cut imports and increase exports have scarcely made themselves felt yet) 
it was soon found necessary to tap other sources of dollars in order to maintain 


the working balances of the Bank of England in New York. The first operation | 


was the sale of £20 millions of gold by the Bank of England to the Federal 
Reserve Bank of New York ; the latest figure of the gold reserve was that ol 
“about ’’ {600 millions disclosed by the Chancellor early in August. The 


second operation, immediately following the first, was a purchase by Britain | 


of U.S. $60 millions from the International Monetary Fund. 
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Mr. Dalton stated early in August that he had preferred to leave the 
LMF. facilities in reserve, so that this first recourse by Britain to the Fund 
implies a change in policy. The point having been reached at which reserves 
have to be tapped if the official rate of $4.03 to the £ is to be kept sacrosanct, 
use of the Fund’s resources seems appropriate. Since the I.M.F. does not 
begin to charge interest on its holding of a member's currency until those 
holdings exceed that member’s quota, Britain can purchase exchange from 
the Fund against sterling up to the amount of its gold subscription plus 
any sterling that may have been sold by the Fund to other members. At 
present these two items give a total of nearly $217 millions and this is the 
amount which Britain can purchase from the Fund without incurring any 
expense other than the initial service charge of # per cent. The consent of 
the Fund authorities to this operation implies that in their view the difficulties 
from which Britain is suffering are such as may be classed under “‘ temporary 
disequilibrium ’’. Until the sale of exchange to Britain the operations of the 
IL.M.F. had been confined to sales to France, Mexico and a small amount to 
the Netherlands. The latest reports indicate that France and Mexico have 
almost or completely exhausted their facilities for the current twelve months’ 
period. The operation with Britain may well be the signal for far more wide- 
spread recourse to the I.M.F. than has hitherto taken place. 


THE report of the European Co-operation Committee of sixteen nations which 
laboured for two months in Paris to follow up the invitation of Mr. Marshall 
will hold the very centre of the stage of European and American 

Europe’s politics and economic policy for the coming months. The 

Needs document bears every sign of the haste with which this enor- 
mous canvas of European needs and reconstruction has had 
to be filled. The “ shopping list’ part of the report is massive and, to the 
Americans to whom it is addressed, quite breath-taking. The net deficit of 
Europe’s balance of payments with the Western Hemisphere over the four 
years covered by the plan is of the order of $22 billions—three-quarters of it 
required to keep body and soul together, one-quarter for re-equipment. The 
ease with which the figure was reduced at U.S. suggestions from a first total 
of some $29 billions may create some scepticism in American eyes. But little 
precision could be claimed for any figures which must attempt to peer ahead 
over a period of four years and take account of such enigma as the future 
political and economic structure of central Europe, of the course of dollar 
prices, of the trend of coal production in Britain. All that can be said with 
confidence is that it should be a “ large figure’ and this the Committee have 
certainly provided. 

But the report will stand or fall not by its shopping list which, it will be 
recalled, was all the Russians wanted it to be when they were invited to take 
part in the response to Mr. Marshall, but by the evidence it offers that Europe 
may yet become a “ viable economy”’. A more detailed consideration of 
these more constructive aspects of the report must be reserved for the next 
issue of THE BANKER. There is here a wealth of projects, ranging from pro- 
posals for rehabilitating domestic finances, ensuring convertibility of European 
currencies, forming a customs union, integrating some of the salient features 
of European industry. How much of this is mere ‘‘ demagogic boasting ”’ 
as one delegation criticized it, how much has been inserted merely to impress 
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American opinion—these are questions that will be subjected to the keenest 
scrutiny, especially in the United States to which the prospectus has been 
addressed. But even if genuine doubts are permissible about this part of 
the plan, the fact remains that without immediate help Europe will, as the 
report points out, “slide to catastrophe ’’ during the coming months. Can 
the United States afford that to happen? Perhaps not—but the questions 
should also be put in other ways. Can the recognition of what is involved be 
brought home to a people which, in the mass, is still “‘ isolationist ’’ by instinct, 
to a political machine which is about to become immersed in one of its four- 
yearly presidential contests, to a set of experts who are rightly apprehensive 
of the dangerous rise in dollar prices and who must see in Marshall aid the 
certainty of buttressing that movement ? On the outcome of that debate 
tremendous issues will depend. 


THE latest available clearing bank figures, made up to August 20, the very 
date of the Chancellor’s broadcast, have naturally been scrutinized for any 
light they may throw upon the nature of the run on sterling 
Banks and _ in the last critical weeks of convertibility. At first glance they 
the Run on present an odd contrast with the fact that foreign money was 
Sterling leaving London, for net bank deposits rose in the month by 
£25 millions, and actually reached a fresh high level of £5,471 
millions. This increase, however, is no proof that the clearing banks were 
untouched by the withdrawals, for there were compensating movements in 
domestic demands for credit. Bank advances rose by a further £17 millions 
and investments by another £4 millions. It is naturally impossible to discover 
whether, and if so to what extent, this increase in bank assets—or, for that 
matter, the even more substantial rise in money market assets—reflected the 
effort of outside banks to meet withdrawals by their overseas customers. But, 
in analysing the figures from this point of view, it has to be remembered that 
if the dollars bought from the Exchange Account were paid for from balances 
formerly held in cash or in maturing tender bills, the effect would be seen ina 
reduction of the banks’ holdings of Treasury deposit receipts. At the same time, 
if the money did not come from the clearing banks, there would be an opposite, 
and possibly corresponding, movement in their money market assets—because, 
given the policy of maintaining a virtually stable total issue of tender bills, the 
disappearance of foreign money means that a larger proportion of the money 
market’s requirements (and/or of the tender issue) falls to be financed through 
the clearing banks. It is interesting to observe, therefore, that a reciprocal 
movement between T.D.R.s and money market assets has at last occurred, 
that the bill market’s quotas at the tenders have been rising, and that the 
proportion of outside money has diminished. 
More significant, as a clue to what has been happening, is an analysis, on 
the lines frequently attempted in THE BANKER, of the banking figures in 


relation to apparent Exchequer needs for finance. Until the end of June, | 
such an analysis presented the familiar puzzle that a greater volume of bank | 


deposits was being created than could be explained by the Treasury’s visible 


needs. But in the period from end-June to August 20—the period covering | 
both the full restoration and the suspension of convertibility—this discrepancy | 


virtually disappeared. The presumption seems to be that in the earlier period | 


of this year the outward drift of foreign balances came mainly from funds 
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which had been lent to the Treasury and were held in bills or bonds ; so that 
in effect the authorities had themselves to provide the cash which was returned 
to them in payment for dollars. This would involve, directly or indirectly, an 
intake of tap bills or bonds by the authorities, which would help to explain 
why their needs for finance were greater than the published figures showed. 
Correspondingly, the fact that no comparable discrepancy arose in the seven 
weeks from end-June implies that, at the final stage, the demand for dollars 
was coming from funds already held in liquid form—in bank deposits or short- 
dated bills. 


August, Change on 

1947 Month Year 

é/m £m. £m. 
Deposits as o* i ae on 5028.1 —- 15.7 + 430.6 
Net Deposits* .. oa BS S 5470.6 + 25.1 + 413.0 

KS 

Cash a ae os ni is ei 479.9 (8.51) + 4.0 — 94.0 
Money Market Asset: = sud ae II7S.§ (21,0) t+ 37.2 + 401.5 
Call Money os ag ae aia 454.7 (8.2) aa + 141.9 
Bills 723.8 (12.8) + 24.5 + 259.6 
Treasury Deposit Receipts .. i et 1247.5 (22.1) — 35.0 — 263.0 
Investments plus Advances .. a ne 2638.5 (46.8) + 21.0 + 350.1 
Investments ii ~ Pas ms 1492.4 (26.5) + 4.0 + 99.8 
Advances i ov ar 1146.1 (20.3) -+ 17.0 + 250.3 


* After deducting items in course of collection. § Ratios of assets to published deposits. 


THE economic pressures symbolized in the growing dollar famine have, as 
nothing before, achieved a concerted Commonwealth policy. Neutral Eire, 
non-sterling Canada, emancipated India, all have whole- 


The heartedly joined the other dominions, the colonies and the 
Empire mother country in formulating measures of co-operation and 
Gets self-help designed to mitigate the impact of the balance of 


Together payments crisis. This unanimity, born of common danger, has 

gone to some heads. Mr. Bevin and even Sir Stafford Cripps, 

who should know better, have spoken of the desirability of forming an Empire 

customs union. These exaggerations are merely momentary manifestations of 

the Government’s feverish search for a policy. But they show which way 
ideas are moving in more sober moments of reasoning. 

The presence in London of the highest financial authorities of the Common- 
wealth for the Bank and Fund meetings has proved a useful opportunity for 
discussing common problems and framing a concerted policy. There are two 
aspects to the measures contemplated. In the first place, there is the negative 
but urgent problem of cutting imports from dollar areas and reducing the 
pressure on the sterling area gold and dollar reserves. The way to achieve 
these economies and to foster inter-Imperial trade has been eased by a very 
helpful and realistic attitude of the United States administration towards 
the issue of non-discrimination. When Sir Wilfrid Eady was in Washington 
the question of non-discrimination as well as that of convertibility came under 
review and the understanding which then appears to have been reached was 
that the United States would not regard as discriminatory any purchases of 
goods which Britain was compelled by lack of dollars to make in non-dollar 
areas even if the prices were higher than those quoted in the United States 
for comparable articles. This interpretation was hinted at in the official 
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statement on Article 9 of the Anglo-American financial agreement issued from 
the U.S. Embassy in London on September 18, in which it was argued that 
“‘ the framers of the agreement specifically recognized the existence of unusual 
aspects of the U.K. position requiring certain deviations from any inflexible 
rule of non-discrimination. It is the basic understanding of Section g of the 
agreement to appreciate that it was never intended to constitute a strait 
jacket on British trade’’. 

Among the more positive measures discussed in the London imperial talks 
has been the stimulation of exports to the United States and the encourage- 
ment of the production of gold within the Empire. Australia has both under- 
taken to sell the whole of her current output of gold to Britain and to 
encourage production by abolishing the war-time tax on the gold price. Tax 
concessions have also been made in West Africa with a view to increasing gold 
production. 

Part of this instinctive defensive closing of the ranks of Empire has been 
seen in the Geneva tariff negotiations where the Commonwealth has put up 
extreme pressure against attempts by the United States to reduce the margins 
of Imperial preference. The resistance, in the face of substantial offers of 
tariff concessions from the United States, has been a remarkable demonstration 
of Imperial cohesion—most of it for the sake of Britain, whose Empire 
markets for manufactured articles appeared most threatened by American 
demands for preference concessions. It remains to be seen whether in the 
long run this defensive and negative attitude will prove helpful even to the 
interests it was immediately designed to serve. But as a demonstration of 
Commonwealth cohesion it was certainly impressive. 


WHILE the tariff and preference negotiations in Geneva are at the moment of 
writing still poised in a precarious balance between deadlock and success, the 
work on the International Trade Organization Charter has 
The been successfully completed. The revised text of this document 
Trade still contains a number of reservations, but it seems reasonable 
Charter to assume that in the form in which it has now been published 
(Cmd. 7212) it will be accepted by the United Nations Con- 
ference on Trade and Employment which has been convened to meet on 
November 21 next at Havana, Cuba. The main amendments which the 
Charter has received in the course of the long debate on that document in 
Geneva are to be found in the section dealing with quantitative restrictions 
and exchange controls. These are the articles on which the main battle took 
place. Article 23, which deals with exceptions to the rule of non-discrimination 
in applying quantitative import restrictions, is the crucial article of the whole 
Charter and has been largely rewritten. In its latest version the text is far 
more elastic and far more appropriate to prevailing conditions than it has been 
in the various mutations through which it has evolved. It now provides that 
‘‘ the members (of the I.T.O.) recognize that when a substantial and wide- 
spread disequilibrium prevails in international trade and payments a 
member applying restrictions under Article 21 (to safeguard the balance 
of payments) may be able to increase its imports from certain sources 
without unduly depleting its monetary reserves if permitted to depart 
from the provisions of Article 22 (that quantitative restrictions must be 
administered in a non-discriminatory fashion) ”’. 
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The Article in question then specifies in more detail the manner in which 
these exceptions to the rule of non-discrimination can be applied. The excep- 
tions are framed in the most liberal manner. They provide, in effect, a transi- 
tion period of five years—up to March 1, 1952, during which wide departures 
from the rule of non-discrimination will be allowed, subject only to keeping 
the I.T.O. regularly informed about such departures. In this and other 
respects the Charter, as it has emerged from the Geneva debates, is a much 
more workmanlike and realistic document than were any of its former versions. 
But while providing the elasticity required for the abnormal conditions that 
will have to be faced in the years immediately ahead, it retains the great virtue 
of setting forth a rule of law and behaviour in international commercial affairs, 
on which the member nations will have to keep their distant gaze. It is a code 
from which Britain will have most to gain, just as the transitional provisions 
are, for the most part, just those that temper the wind to a Britain shorn of 
some of her former defences and assets. 


FEELING has run high in Australia since Mr. Chifley’s sudden announcement, 
at mid-August, that the Government would proceed forthwith to full nationali- 
zation of the commercial banks. Banking controversy in 
Nationalizing Australia has always been heavily suffused with politics, and 
Australia’s there have been some heated battles, but the fight which will 
Banks ? open this month over Mr. Chifley’s Bill promises to be the 
bitterest yet. At this distance it is easier to be impartial than 
in Australia, and it can safely be said that both the Opposition and the banks 
have a real grievance. The traditional canons of a sound banking system 
which stipulated complete immunity from Government influence have been 
diluted long since in almost every country: it is recognized that the State 
must be able to ensure that commercial banking policy conforms with Govern- 
mental monetary policy and supports—or at least does not conflict with—the 
Government’s economic policy as a whole. Opinions will differ about the 
extent and nature of Governmental powers required to give effect to these 
modern principles. Much will depend upon the particular circumstances—in 
Britain, for example, the present Government stopped short at the nationaliza- 
tion of the Bank of England, except for the relatively limited powers conferred 
over commercial banks by ‘‘ Clause 4’. In Australia, by contrast, the Govern- 
ment capitalized the opportunity presented by the very wide powers conferred 
during the war, and by the 1945 Banking Act made these emergency measures 
permanent. 

Already, therefore, it possesses powers as far-reaching as, one might have 
supposed, even the most doctrinaire of nationalizers would have wished. The 
Government can already compel the banks—if compulsion were needed—to 
conform to its monetary policy ; can circumscribe their investment policies 
and even their profits; and can dictate the general directions in which they 
may lend. If the case for nationalization were to be conceded, this might be 
its least objectionable form, for the Government has all—or virtually all—the 
influence which full ownership would give and yet preserves the advantages of 
having its wishes carried out by privately-owned competing units which so 
far, at least, have been left with some incentive to efficiency. 

Now the Government proposes to overthrow this system for no additional 
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advantages which have been disclosed—except, presumably, appeasement of 
its most extreme and perhaps least-informed supporters. At the moment of 
writing, the Bill is not available, but the intention is for the state-owned 
Commonwealth Bank to take over the local banks in their entirety and to 
acquire the Australian assets of those with London head offices—as well as the 
Australian interests of other banks such as the Bank of New Zealand, the 
Bank of China and the Comptoir National d’Escompte de Paris, for which the 
Commonwealth Bank would then offer to act as Australian agent. For its 
part, the Commonwealth Bank is to be enjoined to provide facilities “‘ not less 
comprehensive and efficient ”’ than those which now exist. 

It is small wonder that the banks have declared uncompromising opposition. 
The Government can apparently command a majority, even on this issue, in 
the House of Representatives; but there are signs of weighty opposition 
among the wider public. A Gallup Poll is reported to have shown—from 
3,000 samples—64} per cent. against the plan and only 24} per cent. for it. 
Whatever the constitutional aspects, there is surely a case here for a referendum. 





THE first day of October was the “ appointed day ’’ on which the Exchange 
Control Act came into operation. The Treasury has issued a number of orders 
bringing into force the various provisions of the Act and, in 

Exchange some cases, revoking the controls previously operated under 

Control’s authority of the Defence Regulations. The most evident 

New change which accompanies the ‘transition is the resumption of 
Guise freedom by U.K. holders of foreign securities to switch into 
other securities expressed in the same currency. These arrange- 
ments were fully analysed in a special article last month. It had been feared 
that the events leading up to the suspension of convertibility of sterling on 
August 20 might lead the authorities to reconsider their earlier decision to 
allow switching. Fortunately, they have not done so. The London market 
in foreign securities has, since the beginning of this month, regained some of 
its lost elasticity and movement. The switching concessions do not apply to 
Canadian securities, the proceeds of sales of which continue, by agreement 
with the Canadian Government, to be applied to repaying the capital of the 
war-time interest-free loan. The other main change involved by the coming 
into operation of the Act also affects securities, and concerns the depositing of 
bearer and certain other securities with authorized banks. On the exchange 
side, the new orders give effect to a number of changes that have taken place 
since the passing of the Act, including the removal ‘of Egypt and the Sudan 
from the list of ‘‘ scheduled territories ”’ 

Action has also been taken, independently of the new legislation, to tighten 
the censorship on outgoing and incoming mails. From the beginning of this 
month a sample check of such mail has been put into operation with a view to 
stopping the traffic in notes, securities, jewellery and other valuables illegally 
sent out of or received into this country. Powers to search mails were already 
in existence and the publicity given to the tightening of the control was 
intended as a deterrent to a traffic which is known to have assumed con- 
siderable proportions in recent months. Censorship of the mails is an un- 
pleasant and unpalatable measure to have to carry over from war into peace. 
It does not find a fitting place in the defensive armaments of a country which 
has pretensions to be an international banker and trader. 
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"hag Parting of pe Ways 


M ORE than five weeks have passed since the abrupt enaing of sterling’s 








convertibility into dollars, and some of the probable effects upon us 

here in Britain are beginning to be discernible. But the major reper- 
cussions remain unpeotictanse. They depend upon decisions which have yet 
to be taken abroad, by each of the great trading nations of the world—for the 
problems to be solved are world problems. As yet, few people even realize 
how momentous are the issues at stake. In these uneasy days, while inter- 
national negotiations proceed and policies mature, the world stands at a great 
turning point in its economic affairs. What is decided now and what is done 
in the next few months will determine perhaps for a generation ahead whether 
the trading world can travel hopefully forward on the route towards expansive 
and liberal ways of life, or whether it will be forced blindly backward along 
the constricting and forbidding path of economic nationalism. 

These weighty issues did not, of course, spring suddenly into the balance 
on August 20, when Mr. Dalton announced the failure of Britain’s attempt to 
restore full convertibility to sterling. The exhaustion of Britain’s dollars, as 
we showed last month, was not the main cause of Britain’s own particular 
problem—the fundamental problem of a seriously overloaded economy—but 
was simply the means of bringing Britain’s crisis to a head. So, too, with the 
world economic crisis: the breakdown of sterling convertibility, itself almost 
incidental, has revealed deeper forces which for two years had been rising to a 
climax. Intensifying but by no means wholly causing Britain’s difficulties 
are the facts of world disequilibrium, a disequilibrium that is most readily 
seen in the dollar famine which oppresses half the trading world. But to think 
of it only in these terms is to misconceive its significance, for that implies that 
the trouble would be cured if only America pumped forth more dollar loans. 

The measure of the disequilibrium i is the huge export surplus of the Western 
Hemisphere, virtually the only region which has goods to spare, while in the 
Eastern Hemisphere—and especially the Continent—production at present 
falls far short of what is needed even for austere living and the indispensable 
minimum of capital replenishment. Partly this is the inevitable aftermath of 
a war which at best has grav ely disrupted the processes of European production 
and at worst has torn to pieces the fabric of economic life. If the principles of 
equality of sacrifice between partners in war have any meaning, the deficit 
countries are equitably entitled to look to America for aid during the painful 
phase of rehabilitation—even if it were not obviously in America’s interest to 
furnish it. As the report of the Sixteen-Nation committee on the Marshall 
offer plainly shows, only a continued stream of dollar goods can avert a com- 
plete breakdown in many parts of Europe this winter ; and much more will 
be needed before the basic rehabilitation has been achieved. Yet, beyond a 
given point, this stream of “ free ’’ goods is positively harmful. So long as it 
continues, there is a grave danger, as Britons are now learning to their cost, 
that the people will not realize nor the Government have the courage to enforce 
the effort and sacrifice which are required of them to close the gap eventually, 
so that the essential work of rehabilitation proceeds too slowly. The great 
merit of the principle which inspired the Marshall offer, however it may be 
worked out in detail, is that it links aid to reconstruction and thus salutarily 
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underlines the only justification, whether in equity or economic logic, for any 
aid at all. 

Unfortunately, there is a further problem which lies beyond the range of 
the Marshall theory and for which no convincing solution has yet been pro- 
pounded. Despite the many political and practical difficulties, further aid can 
perhaps now be counted upon. But these abnormal expedients to enable 
America perennially to send abroad much more than she buys—expedients 
distinct, that is to say, from the traditional processes of private international 
lending on commercial principles—cannot continue indefinitely, and a prime 
objective of the Marshall offer is indeed to put some limit to them, both in 
amount and time. The further problem arises from the doubt whether, when 
these limits have been reached, the Eastern Hemisphere will be able to con- 
tinue to absorb Western produce on the huge scale to which it will by then 
have become long accustomed ; whether, in short, it could then pay for the 
supplies by the dollars it can earn plus those it can borrow from willing lenders 
in a free market. After the disillusionments of the past two years, especially in 
the sphere of world politics, it requires a large optimism to suppose that this 
will necessarily happen, even if Western Europe does in the meantime apply 
itself assiduously and co-operatively to the tasks of rehabilitation. 

If there is room for hope of so satisfactory an outcome, it is certainly no 
proper basis for policy now. Even if, say, a four-year programme of ‘‘ Marshall” 
aid can be counted upon, the policy-makers in all deficit countries, despite 
their grim preoccupations with the problems of to-morrow’s rations, must keep 
their eyes firmly fixed upon the end of those four years. The economic 
structure which they are striving to rebuild must not, at the end of the 
breathing-space, be found to be geared to a larger volume of dollar supplies 
than they can pay for. Otherwise, the gap will be only narrowed and not closed ; 
and the sole question will be for how long it can be stopped by abnormal 
expedients before the whole laboriously-erected structure founders. Inevitably, 
even on this medium-term view, the deficit countries must play for safety, must 
build on the assumption of a substantially smaller supply of dollar goods. 

* 

In detail, and at this brief distance, the story of the collapse of sterling’s 
dollar convertibility so soon after its over-confident restoration appears as a 
regrettable and even deplorable chapter. But if it serves to drive these realities 
into the minds of the deficit countries whose dollar panic so greatly accelerated 
the collapse, there will be good reason to be thankful that it happened so soon. 
The ending of sterling convertibility cut off an indirect source of dollar supply 
upon which other countries had begun to count ; it therefore brought not only 
Britain but the other dollar-deficient countries face to face with the real 
implications of the fact that eventually they must pay their way. That is the 
first crucial fact which marks this turning point, the point at which drastic 
action is seen to be needed to match dollar outgoings to dollar income. To 
restore equilibrium even over a period of several years will require, as the 
British public at least is already painfully aware, harder work, deeper austerity 
and the shattering of many hopes of social betterment. 

But this is not the only sense in which this crisis marks a great parting of 
the ways. When a man who for long has been living on credit suddenly realizes 
that he has virtually reached his overdraft limit, his first instinct is to cut his 
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spending in whatever directions seem least painful. He does not stop to 
consider the effect on his neighbour who, faced with a precisely similar problem, 
will have to contend in addition with a fall in income because of the reduced 
demand for his services. That is what the deficit countries are already doing 
now, and that is what they did with such fatal consequences in the world 
crisis of the thirties. Each country is trying to buy less and sell more, and 
the hastily devised cuts are by no means wholly directed to dollar expen- 
diture. Individuals living in great communities may be excused for not 
perceiving the secondary consequences of their actions. But there is no such 
excuse for the trading nations, with the grim object lesson of the thirties still 
fresh in their minds. This is the real menace which has been brought to light 
in the past few weeks—the danger that a panic succession of isolated and even 
competitive cuts will set in motion again the downward spiral of evil memory 
and will re-create the same, too familiar, policies of despair—policies founded 
upon sauve gut peut nationalism and rigid bilateralist techniques. If this 
happens, the austerities which each must bear will be greatly intensified, 
and the summit of the steep road which leads back towards economic freedom 
will be lost in obscurity. 

The danger that war-shattered economies might be forced down this grim 
road was perceived quite early in the war, because it was evident that trade 
in the early post-war disequilibrium could be re-created only along inter- 
governmental and bilateral channels. But, thanks to the principles ‘rst 
enunciated in the Atlantic Charter, the world so far has had no doubt about 
the general direction in which it intended to move. The ultimate goal was 
multilateralism and free convertibility of currencies. But Britain was forced 
by the Washington loan agreement to move towards it far faster than was 
conceivably practicable. That experiment has failed, as eventually it was 
bound to do, and the ultimate objectives are thrown once more into the 
balance. It is perceived that a system of full multilateralism, of non-discrimina- 
tion in trade and of unfettered convertibility of currencies will be quite un- 
workable until the disequilibria in balances of payments are reduced to modest 
proportions—to the proportions at which they can be supported by the normal 
processes of international lending. Currencies are valuable only to the extent 
to which they are convertible into goods—and, more specifically, into the 
particular goods which particular customers want. If a currency is demon- 
strably thus spendable because it is backed by an ample production, other 
countries will not only readily accept it in payment for their own sales, but 
will voluntarily hold idle balances in reserve against future purchases, and 
thus for the time being will themselves be selling on credit. But if, in a world 
scarcity, a currency which is not thus spendable is made exchangeable into 
one that is, every holder will rapidly make the exchange until the right to 
demand it is withdrawn. That is what happened to sterling recently, because 
in present conditions hardly any currency except the dollar, and certainly 
not sterling, is genuinely “ convertible’ in this ultimate sense. 

* 

It is easy to conclude, as some have too hastily done, that because full 
multilateralism is now demonstrably impracticable, the only alternative is a 
headlong retreat to bilateralism. But, in fact, there is good ground for belief 
that the conditions required to support a multilateral system—conditions 
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which already exist to some extent, for example, within the sterling area— 
could be satisfied over a limited but still wide sector of the trading world. 
The dollar-deficient countries have to balance their accounts with the dollar 
world and gear their economies, for as far ahead as it is yet possible to see, to 
a smaller volume of dollar imports. Their efforts to re-establish equilibrium 
can be made separately or in collaboration ; and their choice between the two 
will decide whether the world economy moves downwards or upwards on the 
steep path to a more expansive way of living. It is unnecessary here to 
elaborate further the real advantages of a free collaboration. The case for 
multilateralism as an eventual goal, and the kind of policies which are needed 
now if the road towards it is not to become hopelessly obstructed, are analysed 
in terms of basic economic principles in a comprehensive article, by Professor 
Victor Morgan, which appears later in this issue. Some may feel that the 
argument there is actually reinforced by a further article in which Dr. Paul 
Einzig puts a case for bilateralism. 

But if the principles of multilateralism are to be followed now up to the 
limits within which they are or could be practicable, the collaboration required 
between the participating countries must be no mere adjunct to domestic 
policies, no mere pious intention to work co- oper ratively only whenever, and 
to the extent that, this will cause no domestic inconvenience. If the optimum 
result is to be approached—and the goal is the minimum of austerity for the 
peoples of each country—there must be a genuine effort to maximize trade 
within the group, and that requires a close dovetailing of their several econo- 
mies. The sacrifices of domestic consumers, in other countries as well as 
Britain, in order to release more goods for export will be worse than useless 
if the goods cannot be sold abroad. Each country which decides to follow the 
expansionist route (perhaps the route of “‘ minimum contraction ”’ would be a 
better description at this stage) must study well the needs of its partners and 
adapt its production accordingly. For a currency to be readily acceptable 
within the group—or for its convertibility in the technical sense to be sustain- 
able—it must be plainly convertible, at once or in the near future, in the 
ultimate sense. It is useless for a country to decide that it cannot itself afford 
pleasure-motoring or radio sets or cosmetics, and then to expect to market 
these things, in return for more essential goods, in countries which are compelled 
to impose an equal or even deeper austerity. It is not only true that the dollar- 
deficient countries cannot at present afford to consume a wide range of non- 
essential goods ; they cannot even afford to produce them except to the extent 
to which they can be sold for dollars. Beyond that point, they must concen- 
trate upon the goods their partners most urgently need. To bring the matter 
nearer home, it will be seen that this is both the strength and weakness of the 
principles which underlie the Cripps plaa for British exports. It is obviously 
right to step up the export quotas of non-essential goods, for, if these can be 
sold, progress towards the overall target will be achieved without the delay 
and without the dislocation of domestic industry which are otherwise unavoid- 
able. But in fact many of these goods will not be saleable. It is in its recogni- 
tion of this probability that the scheme in intention takes a new and vital 
step towards realism. The Government intends that, when the non-essential 
industries have reached the limits of their export markets, they will not be 
allowed, as in the past, simply to produce more for the home market, but will 
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be forced to produce alternative goods which are saleable abroad or, if they 
cannot do this, to surrender their labour and materials to other industries 
which can. As a Note on page I points out, there is, unfortunately, grave 
reason to fear that the Cripps’ blueprint will not in fact be enforceable—first 
because the administrative machine is totally unable to cope with the huge 
volume of detailed decisions and routine work which will be required ; and, 
secondly, because the Government still shrinks from using those instruments 
of financial and fiscal pressure which, as THE BANKER has many times pointed 
out, can alone fill the wide gaps in physical planning. But the underlying 
principles are sound enough. Only by rigorous economy in home consumption 
and bold changes in the structure of domestic industries can the area of inter- 
national collaboration be maximized and the burden upon standards of living 
minimized. 

Admittedly, the optimum result, so easily definable in theory, will not in 
practice be attainable. Even to approach it would require an effort in inter- 
national planning more far-reaching than has ever been contemplated in peace- 
time and more difficult—because of the changed psychological atmosphere 
and the greater complexity of peace-time objectives—than anything that was 
attempted by the Combined Planning Boards which performed analogous 
functions during the war. Yet this is the direction in which all far-sighted 
statesmen must try to move. 

In the past, the infinitely complex international adjustments required in a 
situation such as this would have been achieved only painfully and slowly 
under the pressures of competition and the price system, working through 
relatively free markets. It is perhaps the realization that the classical system 
works in this fashion which has led many people to suppose that the objective 
of maximum collaboration can be achieved only by the creation of a Customs 
Union which would remove all fiscal impediments to movement of goods 
within the group. But, in the conditions which obtain to-day, this is a wholly 
unrealistic and indeed unnecessary assumption, whether as applied to collabora- 
tion within the Empire or in Western Europe. Whether the countries concerned 
could be persuaded to accept the implied sacrifices of national sovereignty is 
beside the point. The chance of securing the optimum distribution and 
specialization of productive resources throughout the group—which is the 
objective which the Union would have in view—would depend much less upon 
the dismantling of fiscal barriers than upon the extent to which the price 
system was allowed free play through each of the countries involved. To 
suppose that a large degree of price freedom could or would be rapidly restored 
now is wholly unrealistic ; and, even were that not so, it is questionable whether 
the desired results couid be rapidly attained. 

Yet it is unfortunately true that the smaller the extent of price-freedom, 
the less may be the scope, even within the limited geographical area, for cur- 
rency multilateralism of the traditional kind. The most extreme advocates of 
laissez faire would scarcely deny that in the present emergency some conscious 
direction of trade is unavoidable. That being so, it would be unrealistic to 
expect the responsible governments, here or abroad, to embark upon painful 
structural changes in production to meet the needs of others without assurances, 
first, that a minimum quantity of the particular goods would in fact be absorbed 
and, secondly, that valuable goods would be obtainable in return. Bilateral 
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trade negotiations may be inevitable in some of these cases, and that ma 
imply bilateral currency arrangements. Until the facts of production in the 
dollar-deficient countries justify confidence that sellers will secure in payment 
the goods they need, the nations will be reluctant to cast their bread upon the 
waters of multilateralism even within the limited group. Yet every oppor- 
tunity should be seized to promote the wider system wherever it is conceivably 
practicable—even if this involves running some risks. 

Bilateralism, it should always be remembered, breeds bilateralism ; and, 
however well-intentioned the planning, it cannot hope to achieve the optimum 
distribution of trade, partly because it has no objective tests to guide it and 
partly because it results from the quasi-political bargaining between different 
sovereign states. In principle, the same is true of what may be called planned 
multilateralism—the system under which a bilateral scheme between countries 
A and B is widened to allow B to settle with A by selling to C or D, but to 
do so not as a matter of right but only as the result of an ad hoc decision by 
the controlling authorities. Yet that is apparently the system towards which 
Britain is now moving. 

This is a most regrettable development, especially in its currency aspects. 
{f the maximum remnant of multilateralism is to be preserved in this difficult 
phase, a pre-requisite is an internationally acceptable currency. In the non- 
dollar world, sterling is the only currency which could fill this réle, and even 
after the withdrawal of the right to convert it automatically into U.S. or 
Canadian dollars, it remained technically acceptable and automatically spend- 
able through the wide range of “‘ transferable account ’’ countries in addition 
to the sterling area. But the first of the many re-negotiations of agreements 
which the dollar decision involves—that of the Belgian agreement, explained 
in a later article—abandons this automatic multilateralism and retreats to the 
bilateral arrangements which were common form during and immediately after 
the war. And it seems that the retreat will become general. 

Obviously, the British authorities had reason to fear the surrender of their 
power to dictate when settlements should or should not be trilateral, for it was 
the automatic convertibility which opened the door for the recent run on 
sterling. Yet it is difficult not to feel that they have acted over-hastily, have 
not fully realized the value of the system which they are scrapping, and have 
not tried hard enough to maintain its technical shape until Britain’s export 
plans have demonstrated to foreigners that at last there is determination to 
back convertibility with the goods they need. So-called ‘‘ administrative” 
convertibility by ad hoc decision is no substitute for automaticity, because 
automaticity is the very essence of that general acceptability which alone can 
provide the currency basis for a genuine effort at trade multilateralism. 

If Britain hopes to take the lead—and British leadership is indispensable— 
in the plans for collaboration which have been formed in embryo during the 
Paris talks, this is an inauspicious start. Perhaps there is still time to arrest 
the trend; but in any case there is urgent need for further hard thinking 
about the ultimate objectives. And if after all it is concluded that, for the 
present, bilateral trade and currency schemes are unavoidable, let us at least 
be sure that they are part of a co-operative plan for mutual aid. At all costs, 
they must not degenerate into the purely defensive and even exploitatory 
devices which they have so often been in the past. 
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Inquest on the Dollars 


HE public inquest on the exhaustion of the dollar loan and on the final 

run on sterling is, even now, only just beginning. When Parliament 

reassembles, the subject is bound to be given a vigorous airing. It is to 
be hoped that at the first possible opportunity the Chancellor of the Exchequer 
will disclose the findings of the authoritative post-mortem which must have 
been completed by now. Without such official disclosure of what happened 
—not necessarily in the detail that will reveal which countries converted, but 
sufficient to provide in its broad outlines a picture of the main channels through 
which the dollars ebbed away—the wildest misconceptions and accusations 
must prevail and may perhaps be hurled at the least guilty parties. 

Pending this enlightenment from official quarters, it is still worth while 
to try to estimate what happened and how things went wrong. Without 
some such estimates it is impossible to pass judgment either on what has 
occurred in the last few momentous weeks, or on the reaction that is now 
taking place from the policy that prevailed up to the suspension of conver- 
tibility. The figures given by the Chancellor of the Exchequer and the Prime 
Minister in the early August debate on the State of the Nation, the data that 
became available when convertibility of sterling was suspended, and the 
information on the balance of payments contained in the Economic Survey 
for 1947 and the latest National Income White Paper provide a mass of 
material from which a very rough reconstruction of the expenditure of the 
dollars from the U.S. line of credit can be hazarded. The attempt cannot 
claim meticulous accuracy. Even the figures available to the authorities can 
hardly be cast into a confident, hard and fast account of what happened— 
the classification of items on the border-line of current and capital transactions 
must in any case present the greatest difficulty and provide scope for errors 
of judgment. Similarly, the devious channels through which sterling could 
circulate in an automatically transferable system before reaching the point 
at which it was offered for dollars in the New York market, may be expected 
to blur even the official presentation of the picture. The figures which follow 
must, therefore, be regarded more as an indication of orders of magnitude 


(In million dollars) 





Net direct U.K. Net sterling area European 
expenditure in expenditure in £-$ Total 

1946 Western Hemisphere Western Hemisphere conversion 
July 15 to December 31 .. 850 — 150 50 750 

1947 

First six months .. fia 1,300 270 50 1,630 
July 1 to August 20 se 420 250 300 979 
Totals .. Pe 2,570 370 410 3,350 





than as laying claims to meticulous accuracy. The table attempts to account 
for the $3,350 millions of the U.S. line of credit that were drawn between 
July 15, 1946, and August 20, 1947 (deducting from the total credit of $3,750 
millions, the $400 millions that had not been either drawn or notified for 
drawing when, with the suspension of convertibility of sterling, the British 
Government undertook not to have further recourse to the credit). 
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On these assumptions about three-quarters of the total dollar drawings 
were used to finance the direct U.K. deficit with the Western Hemisphere— 
i.e. with the U.S. dollar area, other ‘‘American Account ”’ countries, Argentina 
and Canada (apart, in the case of Canada, from the amount drawn on the 
Canadian credit—$750 millions up to August 20). This direct expenditure 
includes the dollars spent on German account. The sterling area dollar expen- 
diture would represent the extent to which the dollar deficit of that area was 
covered by recourse to the sterling area dollar pool. This would not cover the 
whole of that deficit, for one country at least, South Africa, financed a con- 
siderable part of her current deficit with the United States by direct gold sales, 
The provision of dollars for the sterling area countries was, of course, financed 
by withdrawals from those countries’ sterling balances, the decline in which, 
however, is not wholly due to this factor. The fall over the past year is also 
due to the excess of exports of U.K. goods to those countries over imports 
from them during this period. The dollar provision for European countries 
represents in part the extent to which they were able to convert into gold or 
dollars the sterling they accumulated beyond the “ceilings” specified in 
monetary agreements with Britain and in part the right, after February, 
1947, to transfer current sterling from “‘ transferable ’’ to ‘‘American ”’ accounts, 

The picture thus presented does not wholly substantiate the howls of 
execration that have been raised about the alleged mismanagement of the 
sterling-dollar position. It suggests that an appreciable but by no means a 
preponderant share of the responsibility for the rapid exhaustion of the U.S. 
credit rests upon claimants outside Britain, and it shows unmistakably that 
this external demand accelerated enormously in the final seven weeks of con- 
vertibility. Does this confirm the prevalent accusations of mismanagement, 
of leakages, of capital movements, of miscalculations of the probable demand 
for dollars that would have to be satisfied out of the credit ? 

The charge of miscalculation is certainly proven by the facts. But it would 
be wise to ask further—miscalculation of what ? The current balance of 
payments deficits that would have to be covered were approximately known 
to the authorities. Equally known were the amounts of the agreed releases 
of sterling balances. It can be argued that these were far too generous, having 
regard to the strain that was bei ing placed on the exiguous dollar reserves 
from which a substantial part of the releases would ultimately have to be 
financed. But the real miscalculation was unquestionably a psychological 

error. It lay in an assumption, disproved by subsequent events, that a vast 
mass of sterling which normally circulates throughout the sterling-using world 
would, by and large, continue to be held and to be kept in circulation on 
overseas account. 

Bi 

International banking, even on the scale on which it has been transacted 
by London in the very recent past, requires a working capital which may be 
put at between {400 millions and {£500 millions. These are the working 
balances held on overseas account, the amount tied up in sterling acceptance 
credits, the sums due to and from shipping, insurance firms and produce 
brokers by and to the rest of the world. A large part of the trade of the world 
has been, and fortunately is still, transacted in sterling, and this floating 
sterling capital is one of the hostages to fortune involved by this pretension 





_ we tede Ohn ek 


~s th 


ga 


i—i— ea i. --. . ae 


armen 


wings 
eTe— 
ntina 
n the 
diture 
xpen- 
a was 
er the 
| con- 
sales, 
anced 
vhich, 
s also 
1ports 
tries 
old or 
ed in 
ruary, 
ounts, 
vls_ of 
of the 
ans a 
e US. 
y that 
f con- 
‘ment, 
>~mand 


would 
nce of 
known 
aleases 
having 
‘Serves 
to be 
logical 
a vast 
‘ world 
ion on 


:sacted 
nay be 
i( orking 
ptance 
roduce 
world 
oating 
ension 





INQUEST ON THE DOLLARS 17 





of London to be a great world banking and commercial centre. Britain may 
have been foolhardy to endeavour to recapture these glories of a great financial 
and mercantile past before she became really solvent again, but who will 
condemn outright the risk that was taken? No one, certainly none of the 
critics who have been blaming the Bank of England and the Treasury for 
gross dereliction of duty in guarding the dollar reserve, has suggested that 
Britain should have sacrificed these potential assets—the invisible earnings of 
our banks and insurance companies and produce markets—by a policy of 
safety first. 

It was these hostages to fortune that failed to return. The gamble they 
represented did not come off. Success depended upon unquestioned confidence 
in sterling, and that confidence started to wane last winter. The fuel and 
industrial crisis began to undermine confidence in the ability of this country 
to overcome the balance of payments difficulties within the period of respite 
offered by the American and Canadian loans. It was at this moment that 
sterling began to fall to a substantial discount in the free markets. Whereas 
overseas traders had previously been perfectly willing to hold working balances 
in the form of sterling and had even chosen to do so where alternatives to do 
otherwise were available, this process was then reversed. 

Deterioration at first was gradual, but the movement gained impetus 
throughout the first half of the year as the inability to close the balance of 
payments gap made it increasingly evident that, apart altogether from the 
added burden of convertibility, the dollar credits would ebb away long 
before equilibrium in the British balance of payments had been restored. 
The momentum rose rapidly in July and reached an irresistible climax in 
August. The Parliamentary debate on the State of the Nation early in August 
merely emphasized the impression given by the deplorably inadequate cuts 
in imports announced in July, that the British Government was incapable of 
framing and putting into operation the bold policy that was called for by the 
emergency. When that conviction crystallized, as it did in July, nothing 
could check the world-wide selling of sterling which it unloosed. Not only 
was any sterling eligible for conversion duly converted, but every overseas 
trader who had sterling due to him hastened to sell it forward, while those 
who had sterling and would have to make payments in dollars at some future 
date covered their dollar requirements. This tally of thousands of individual 
decisions, each of them based on loss of confidence in sterling, explains the 
final spurt in the draining away of the dollars. The exchange transactions 
were in effect ‘‘ current operations’, though many anticipated the trade to 
which they referred. The seepage could have been stopped earlier by blocking 
overseas sterling accounts, but to have done so would have paralysed the trade 
of a large part of the world and would have meant the abdication of London 
from its réle of international banker. 

* 

The trend of events can best be illustrated by specific reference to Belgium’s 
experience and policy in dealing with her sterling holdings. Belgium provides 
a particularly apt illustration, partly because her policy and behaviour before 
August 20 were typical of those which brought the crisis to a head, and also 
because it is with her that the first of the new payments agreements, neces- 
sitated by the suspension of convertibility, has been negotiated. This illus- 
tration may therefore be as typical of the future as it is of the past. 
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The payments mechanism between the United Kingdom and Belgium was 
established soon after the liberation by the first of the characteristic monetary 
agreements negotiated by Britain with Western Europe—the agreement of 
October 5, 1944. This provided for a reciprocal undertaking by each of the 
two Central Banks to sell its currency, for current transactions, against the 
currency of the other on the basis of the fixed parity of 1768 francs to the 
pound ; but each party was given the right to convert automatically into gold 
any accumulation of the other’s currency in excess of £5 millions or its equiva- 
lent. Agreements of this character sometimes operate to protect Britain 
against granting excessive credits to soft currency countries, but where the 
opposite payment relationships obtained, the arrangement may be regarded 
as one of the many examples of the partial convertibility which Britain was 
forced to concede in her payments agreements with many countries long 
before July 15, 1947. 7 

It must not be assumed, however, that this {5 millions marked the ceiling 
of sterling accumulated on Belgian account. It represented what the National 
Bank alone was prepared to hold. In addition, substantial sums in sterling 
were in fact accumulated by a large number of Belgian trading and financial 
interests. Up to the end of 1946 there was a tendency in many Belgian circles 
to regard sterling more favourably than their own currency. By devious ways 
they sought to keep a part of the proceeds of their exports in sterling. This 


offered no great difficulty, as anyone who has had to concern himself with | 


control of exchanges will readily understand. Perhaps the main device was 


that of agreed under-invoicing of exports to sterling area countries, with | 


verbal arrangements for the margin between the invoiced and true value of 
the goods to be held in sterling to the credit of the exporting firm. 

As has already been explained, this attitude towards sterling, and the 
consequent attempts to hold sterling balances, changed towards the end of 
last year. The change was emphasized and accentuated in the case of Belgium 
by the supplementary monetary agreement of February 26, 1947, which was 
one of the measures by which the system of sterling transferable accounts 
was set up. Under this system which, in the case of Belgium, had in principle 
existed since late 1946 (because the £5 million limit on National Bank holdings 
of sterling had been reached), Belgium undertook to accept payment in sterling 
for her exports to a number of other countries—the other transferable account 
countries. Correspondingly, Belgium acquired the right to pay in current 
sterling for her imports from those countries, and, even more important, the 


further right to transfer the sterling in Belgian transferable accounts to | 


American accounts, i.e. to use these current earnings of sterling in order to 
effect payments in the dollar area. 

By virtue of the rapidity of her post-liberation economic recovery, Belgium 
has become one of the few countries apart from the United States witha 
genuine and substantial export surplus capacity. She has been for many 
months a creditor on current trading account with most of the countne | 
which were included in the “ transferable account ” system. From the begir | 
ning of this year the Belgian authorities therefore experienced an increasinj | 
inflow of sterling in payment for their export surpluses. The fact that this 
sterling was at the disposal of the countries which had payments to make 10 | 
Belgium was, of course, due to Britain’s current deficit with them and to th | 
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availability of accumulated sterling balances for current payments (except for 
the portions already specifically frozen, as under the Argentine agreement). 
The National Bank of Belgium was not only faced with this heavily increased 
flow of sterling on current account from transferable account countries, but 
also had to accept a large volume of sterling from Belgian firms which were 
“ yndoing ’’ the operations by which previously they had left part of their 
export proceeds in sterling. This ‘‘ undoing ” was for the most part achieved 
by the reverse technique of the earlier operations, namely, by over-invoicing 
exports to sterling countries. 

While Belgium was receiving this much enlarged flow of sterling she was 
also experiencing an increase in her deficit with the dollar area, sharing in 
this respect the fate of almost every other country in the world. Higher 
dollar prices, the agricultural ravages of the harsh winter on the Continent, 
the suspension of import duties and the general non-austerity and incentives 
policy pursued in Belgium caused more consumer goods to be bought from 
the United States and the dollar deficit to grow. That deficit was covered 
by offering for conversion into dollars the substantially increased sterling 
income of the country. There could be no grounds for complaint against 
Belgium in thus offering additional sterling for conversion into dollars. Such 
conversion amounted to many tens of millions of sterling in July and August. 
This was in strict accord with the Anglo-Belgium Monetary Agreements and 
with the whole philosophy of multilateral use of sterling enshrined in the 
transferable account system. If there were any grounds for complaint against 
the Belgian authorities, it was in the irregularities through which the accumu- 
lation and subsequent repatriation of sterling balances were allowed to take 
place. But it would be an ideal control of exchanges that could altogether 
prevent such devices—the British certainly cannot wholly lay claim to such 
perfection. 

With the suspension of convertibility of current sterling into dollars, the 
whole basis of these payments arrangements between Belgium and Britain 
was removed and a new agreement had to be negotiated. This was achieved 
with surprising speed, and the terms of the new agreement were announced 
on September 10. This agreement, which runs from October 5, when the old 
agreement of 1944 expires, is notable on three main counts. The first is 
Belgium’s withdrawal from the transferable account group and the consequent 
limitation of the amount of sterling which the Belgian authorities may be 
called upon to accept or can pay out to other countries. The second is the 
readiness of the National Bank to hold larger sterling balances. The third 
is the introduction of a bilateral exchange guarantee to cover these balances. 

The second and third of these features of the new agreement are obviously 
complementary. The Belgians, deprived of their right to convert currently- 
eamed sterling into dollars, were prepared to help Britain by raising the 
amount of sterling to be held by the National Bank, but as a counterpart to 
this demanded an exchange guarantee in terms of Belgian francs, i.e. an 
assurance that they would not be adversely affected by a possible devaluation 
of sterling in terms of their own currency. The Belgian National Bank wilt 
be prepared to hold, instead of the former ceiling of £5 millions, up to {12 
millions (with, of course, a reciprocal undertaking by Britain) and the bilateral 
exchange guarantee will apply to this figure. In addition, the National Bank 
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will, if necessary, increase its holding of sterling by a further £15 millions to 
cover the settlement of certain debts falling due by the Belgian Government 
to the United Kingdom during the next two years. During the immediate 
period of difficulty for Britain, ‘therefore, Belgium will be prepared to hold up 
to {27 millions, and in fact the current state of the account is already reputed 
to show a holding of something over £20 millions by the National Bank. 

These two features of the agreement will undoubtedly be repeated in other 
renegotiated payments arrangements. Britain, in its negotiations with other 
countries, will seek larger reciprocal limits to the overdraft arrangements 
which determine the point at which gold convertibility comes into play, and 
will therefore endeavour to induce these other countries to hold more sterling, 
offering at the same time reciprocal readiness to hold the other countries’ 
currencies up to the equivalent of the higher ceilings. As a counterpart for 
this, exchange guarantees will unfortunately have to reappear in the payments 
agreements. This is the only condition upon which Britain can reasonably 
expect other countries to increase their holdings of inconvertible sterling. 

It is, however, the first feature of the new Be -lgian agreement which deserves 
the greater attention and scrutiny, namely, the withdrawal of Belgium from 
the group of transferable account countries, with its implication (if this agree- 
ment is to serve as a pattern for others that will follow) that the transferable 
account system is now in process of dissolution. This retreat from automatic 
transfe rability of sterling over a large area of non-sterling countries is a serious 
setback to the hopes of expanding trade and expanding invisible exports of 
Britain that have been based on the rehabilitation of sterling as a truly inter- 

national currency. The suspension of convertibility into dollars was inevitable 
given the virtual disappearance of the dollar credits which provided the 
technical basis of that convertibility. This step, however, still left a wide area 
within which sterling appeared to be capable of free and multilateral transfer- 
ability. It can be taken for granted that the sterling area will remain open 
to the free transfer of current sterling. But the disintegration of the trans- 
ferable account system will very considerably reduce the sphere within which 
sterling can be regarded as an international currency. 

What will take the place of this automatic transferability will be a system 
of administrative transferability, the monetary authorities of the two countries 
concerned in each monetary agreement determining by agreement among 
themselves to what other third countries and perhaps even to what specific 
transactions with third countries the rights of transferring sterling other than 
bilaterally will apply. The announcement of the Anglo- -Belgian agreement 
states that “the two governments should encourage the use of sterling in 
international payments as much as possible’”’ and there is therefore some 
hope that this administrative transferability will be operated with the greatest 
possible latitude consistent with the scanty reserves and the precarious balance 
of payments position which Britain still has to face. Two objectives have to 
be reconciled by Britain. The first is to feel her way carefully in the present 
emergency, after the painful rebuff to the premature hopes of restoring con 
vertibility of sterling. The second, which is the positive objective, is to do 
as little damage as possible to the standing of sterling as an international 
currency, and to the hopes of a multilateral expansion of trade which are 80 
largely centred in the possibility that sterling can fulfil that rdle. 
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Multilateralism Eventually .. . 
Short-term Expedients and Long-term Policies 
By E. Victor Morgan 


N the Mutual Aid agreement Britain and the United States bound them- 
| saves to a policy of multilateral trade and non-discrimination. This policy 

was the foundation of the Bretton Woods conference, it was re-affirmed in 
the Washington agreement of December, 1945, and it is even now being 
written into the charter of the International Trade Organization. Yet we 
have been driven to suspend sterling-dollar convertibility and to place a 
virtual embargo on imports from the United States, while Mr. Harold Wilson 
has warned the delegates at Geneva that Britain will be forced for the present 
to make arrangements which run counter to the spirit of the I.T.O. draft 
charter. Clearly the Government regards these recent acts as temporary 
expedients forced upon it by circumstances largely outside its control. But a 
temporary expedient can easily develop into an established policy, and if 
this happens Britain may be exposed to charges of inconsistency and even 
perfidy—especially from the Western world. Britain ought, therefore, to 
reconsider its long-term policy while still in the early stages of the crisis. If 
the Government and the majority of the thoughtful public have ceased to 
believe in multilateral trade and non-discrimination, now is the time to say so. 
If we still believe in them as a long-term policy, we should see that the tem- 
porary expedients are kept in their proper place and retained no longer than 
is necessary. Above all, the Government must keep long-term policy in mind 
when taking crisis decisions, for what is done now will largely determine what 
it is possible to do in three or five years’ time. 

The convertibility crisis is due to two separate but closely related things, the 
world dollar famine and the yawning gap in the British balance of payments. 
The dollar famine is largely a legacy of the war and because of this none of the 
normal correctives is of much use: The classical remedy would, of course, be 
monetary expansion leading to rising prices in the United States, and monetary 
contraction leading to falling prices in the rest of the world. The effectiveness 
of the remedy depends upon the fact that the demand for imports is usually 
so sensitive that a rise in price causes a more than proportionate fall in pur- 
chases and so reduces the total bill, and conversely with exports. But now 
American goods are so indispensable in a large part of the world that a rise in 
price, as recent experience has shown, leads to little reduction in purchases 
and actually increases the bill. Similarly with exports ; the supply is restricted 
by the capacity of war-scarred European industry, and a fall in price would 
add little to sales and would probably diminish instead of increasing the means 
of payment for American imports. Thus the remedy would work in exactly 
the opposite way from that which was intended. A rise in the exchange value 
of the dollar in terms of other currencies is open to exactly the same objections. 

Yet it is a matter of simple arithmetic that a country can sell to the rest of 
the world only so much as it buys from it or lends to it. If the normal methods 
of closing the gap will not work, the only alternatives are further gifts or loans 
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from the United States to finance its export surplus or discrimination by others 
against those exports. This is a truth which affects not only Britain, but a 
large part of the world. 

Discrimination against American goods implies, for this country, restrictions 
on sterling-dollar convertibility, and Britain will not be able to abandon such 
restrictions until the supply of dollars can be adjusted to the demand by more 
normal methods. Before this can happen, three things will be necessary ; 
first, industrial recovery in the rest of the world, and particularly in Britain 
and Germany, so that these countries may be less dependent on American 
goods and will themselves have goods to export in payment for those which 
they still need to buy; secondly, the provision of a stable market for these 
exp orts in the United St: ates by the maintenance of a high level of domestic 
income there and, if necessary, by a reduction in tariffs; and, thirdly, a 
resumption of normal long-term American lending, as distinct from relief 
loans. Such lending would, of course, have to stand on its merits as a com- 
mercial proposition, but it is natural for rich countries to lend to poorer ones 
and, provided the necessary political and economic stability could be assured 
in the world, there would be no reason why American capital should not play 
as large a part in developing backward countries as did British capital in the 
nineteenth century. 

Clearly, Britain can make only a limited contribution towards the ending of 
the world dollar famine. The speed of its industrial recovery and the rebuilding | 
of industry in the British zone in Germany will be important factors, and | 
British diplomacy can play its part in bring ging about European co-operation 
and in the negotiations over the Marshall offer. But there is little that this 
country can do without the co-operation of others and, in the last resort, the 
actions of the United States itself will be decisive. 

By contrast the gap in our balance of payments is our own particular and 
immediate headache. It is usual to attribute this gap to the war and its 
after-effects, but—as, indeed, an article in THE BANKER last month pointed 
out—this is by no means the whole truth. In the nineteen thirties, the balance 
was maintained in very precarious equilibrium with the proportion of ur 
employed between 10 per cent. and 20 per cent. and with at least a fifth of the 
population living in abject poverty. The present high level of employment 
and the improvement in the position of the lower-paid workers has greatly 
increased the demand for imports, and this alone would have caused a sub 
stantial adverse balance. On top of this long-standing trouble there has been 
piled the loss of markets and overseas investments during the war, the disloca- 
tion of industry and the run-down of domestic capital, the rise in import 
prices and the effects of the coal shortage. A very thorough re-organization 
of Britian’s industrial life will be needed before this nation can expect to pay | 
its way again. 

Corresponding to the two causes of the crisis, two distinct objectives may 
be sought by currency discrimination—to combat a general scarcity of 2 | 
particular currency, and to redress the adverse trade balance of the country 
imposing it. The immediate reason for the restriction of sterling-dollar cov 
vertibility was the general shortage of dollars; the use of discrimination to | 
meet a general dunt ige of one currency was, of course, sanctioned in circum | 
stances closely resembling the present by the scarce currency clauses in the | 
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constitution of the International Monetary Fund. Hence, so long as the 
dollar shortage continues, our action has some justification in the spirit if 
not the letter of our treaty obligations.* The use of discrimination to redress 
an adverse trade balance is on a difterent plane, and is explicitly forbidden in 
the constitution of the Fund. 

The distinction between the two objectives is partly one of mechanism 
and partly of use. The first involves restrictions on the convertibility of a 
currency only when there is a general scarcity ; the second involves restric- 
tions on any currency which is scarce to the country imposing restrictions, 
even though no general scarcity may exist. The difference in use is that, when 
the object is to redress an adverse trade balance, exchange restrictions are 
usvally coupled with bulk purchasing agreements which, if made with a 
weaker and economically dependent partner (and, where this technique is 
most ruthlessly used, a weaker partner is deliberately sought), ultimately 
become the means of foisting on to the weaker party exports which could not 
find a sale in a competitive world market. 

The situation in which Britain will find itself in the immediate future is 
so serious that it will have to be tackled by almost every available means. 
Imports and Government expenditure abroad must be cut to the minimum ; 
domestic production for the home market has to be restricted, and the resources 
thus freed must be diverted to making and selling anything which foreign 
countries will buy. This country will have to discriminate against imports 
from America and from other countries whose currencies are particularly 
scarce, and make what arrangements it can for alternative supplies. But 
even in the immediate future some freedom of choice remains. For example, 
no one seriously suggests that real wages should be reduced by half, though 
this would greatly reduce the demand for imports; even the comparatively 
mild step of cutting off all imports of tobacco is hardly practical politics. If 
we reject such policies as these because of the present hardship they would 
cause, we can reject others on the ground that, in the long run, they would 
do so much harm that the present gain would not be worth while. As time 
goes by and the problem becomes less pressing, the freedom of choice will in- 
crease, and Britain will be able to discard first those crisis measures which stand 
most in the way of its ultimate objectives. So we come back again to the 
question—Does Britain believe in multilateral trade, and, if so, what is she 
going to do about it ? 

In the long run, there are great advantages which Britain can hope to 
gain from a restoration of multilateral trade. Bilateral restrictions prevent 
traders from buying in the cheapest market and selling in the dearest, and so 
hinder international specialization and division of labour, and impoverish the 
world as a whole. They usually reduce the volume of world trade, and, siace 
Britain hopes still to finance, carry and insure a considerable part of that 
trade, it is in her interest that it should be as large as possible. We import a 
greater variety of goods than any other country in the world; in some of 
these our bargaining position is strong and we might exploit it to our advantage 
in bilateral agreements ; but in others our position is comparatively weak and 














* This is u —— sdly true, but it should be noted that the present dollar scarcity does not 
make the doliar “scarce” in the technical sense required to justify recourse to Article VII of the 
Fund agreement ; “ane is no scarcity of dollars in the Fund.—Ep. 
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here any narrowing of the market would probably expose us to a rise in prices, 
Again, restrictions on convertibility hinder the free flow of capital, and the 
development of backward countries with the aid of foreign capital ought 
eventually to add greatly to our export markets. Finally, the use of bilateral 
agreements to push exports depends ultimately on the exploitation of the 
weak by the strong, and so is likely to prove a two-edged weapon. For example, 
suppose that Australia concluded an arrangement to sell almost exclusively 
to Britain and to buy from her, and then found that British exports were 
consistently dearer, quality for quality, than American. Australians would 
conclude that the y had been “ done ’’, and would start looking for alternative 
markets which would give them dollars and release them from dependence on 
British goods, and, once these markets had been found, the British position 
would be worse than before. This is the danger in such agreements. 

Against the advantages to be gained from multilateral trade, there have to 
be set only the sacrifice of the doubtful bargaining power just mentioned, and 
the fear that our domestic economy may be rather more exposed to danger 
from trade depression abroad. In the author’s opinion, there can be no doubt 
at all that this risk is worth taking. 

A great deal of nonsense has recently been talked about trade policy; 
examples are such familiar phrases as, “ British industry cannot compete with 
American mass production ”’, ““We cannot export unless we re-equip our export 
industries ’’ and “A very wealthy country cannot trade on equal terms with 
a poor one’’. Such statements rest on a fundamental misconception of the 
nature of foreign trade. The real reason for trade between countries is not 
absolute differences in efficiency, but relative differences. It is quite possible, 
though unlikely, that the United States might be more efficient than Britain 
in the production of every conceivable commodity, but the differences would 
still be greater for some goods than for others, and it would still pay both 
countries for America to specialize on the goods where her advantage was 
greatest, and for Britain to specialize on those where her disadvantage was 
least. The goods where Britain held the least disadvantage would be relatively 
cheaper in Britain, and would be our export goods. If British labour and capital 
were less efficient all along the line than Aste ‘rican, then real wages and real 
profits would have to be lower in Britain. This is only another way of saying 
that the standard of living of any nation depends on the efficiency of its 
production. A low standard of living is due to low efficiency and not to inter- 
national trade, and to strangle international trade would only be to reduce 
efficiency still further and drag down the standard of living still lower. 

The way in which differences in real standards are translated into money 
wages and money dividends depends upon economic policy. If money wages 
and profits are forced up unduly, the exchange value of the pound will fall, 
imports will cost more, and our money will buy less. If money wages and 
profits are reduced, the exchange value of the pound will rise, imports will be 

cheaper, and our money will ‘hl more. 

The nation’s standard of life will depend, in the long run, on the efficiency 
of its industry and agriculture, and on the skill with which it matches produc- 
tion to markets—and that standard is likely to be higher the larger and less 
trammelled is the flow of international trade. Britain’s policy should therefore 
be to work towards a multilateral system when it can and to begin to fit its 
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industry, even during the crisis, to take an effective part in a world in which 
the buyer is again free to buy in the cheapest market. This will involve 
adjustments, not only in the field of foreign trade itself, but throughout the 
whole domestic economy. 

Perhaps the greatest single contribution would be a return to a rational 
system of prices—including, ‘of course, wages, which are only a special kind of 
price. The price system is an essential test of efficiency, the only possible 

yardstick with which to compare the usefulness of different kinds of effort 
directed to different ends. But prices have been so bedevilled by inflation in 
some sectors, and by controls and subsidies in others, that the price yardstick 
is about as useful as an elastic tape measure. The price system, too, should 
guide resources into those uses in which they are most needed ; but in present 
circumstances the pressure of unspendable income is constantly raising the 
prices of uncontrolled and black market goods and so diverting resources 
from more to less necessary ends. If we could export more textiles we could 
buy more bacon, and if we could buy more bacon we could probably get more 
output from miners, steelworkers and others ; yet the textile industries remain 
short of workers because consumers can pay high prices for luxury goods and 
services and so enable the producers of these to outbid the textile manufacturer 
for labour. This is only one of many examples of a price system distorted by 
inflation. 

Another aspect of general policy which will greatly affect the export 
position is the amount and direction of new investment. Too much emphasis 
has recently been laid on grand schemes of re-equipment, and this has obscured 
the fact that a lot can be done by a policy of “make do and mend”. An 
old-fashioned British industry may still compete with a newer foreign one 
provided that its owners do not expect old capital to yield as high profits as 
new, and workers do not insist on real wages as high as those in the more 
efficient foreign industry. New investment is needed in order to pay good 
wages and good dividends, i.e. to raise the standard of life all round, and it 
will be good long-run policy to encourage the highest practicable level 
of ioucaens for many years to come. But if the nation tries to do too much 
at once, it will only overstrain its resources and do more harm than good ; 
this has been made glaringly obvious lately, and is now generally recognized. 

Hence it follows that we shall have to be content in the immediate future 
with considerably less new investment than our optimistic planners had counted 
on, and it becomes even more important to direct this limited amount into the 
channels in which it will confer the greatest benefit. Sound judgment in this 
most difficult matter has been made even harder by the practice of submitting 
grandiose plans on behalf of entire industries. These plans give the impression 
that we have to choose between all or nothing, whereas the real choice is one of 
more or less. There are some industries where the benefit from new capital 
would be so great that they should be given absolute priority for all their 
published requirements. Coal and electricity generation are in this class, but 
they are probably the only ones. Others will have to make do with a part of 
their planned investment ; for example, the plan presented by the British 
Iron and Steel Federation showed considerable difterences in the reduction in 
costs that would be effected by different projects ; those where the saving is 
greatest will probably still be worth while, but those where it is least can be 
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postponed. It is tempting to say that yet other industries of a less essential 
nature or se ‘emingly well equipped already should go without all new capital 
for the time being. This, however, would probably be unwise, for even here 
there will certainly be some quite small and inexpensive projects that would 
vield a very high return. 

In restricting imports, the problem is to avoid cuts that will eventually do 
serious harm. The most obvious example would be the starving of an export 
industry of its imported raw materials, but this is so plainly wrong that it is 
not likely to happen. Great damage may, however, be done in more subtle 
ways. One danger, recently pointed out by Professor Hicks,* is the cutting of 
raw material imports at the expense of stocks ; stocks of many materials are 

already very low, and further reduction would probably lead to delays in 
distribution and great loss of output. Another risk is the undue restriction of 
imports of machinery ; even before the crisis there were examples of desirable 
investment projects being held up for lack of a license to import a quite inex- 
pensive but esse yew piece of machinery. If investment is considered desirable 
on the grounds alre ady mentioned, every effort should be made to provide 
oe the necessary imports of machinery. Yet a third danger is that British 
dustry may be twisted into prov iding inefficiently for itself something which 
could be produced much more efficiently abroad. Agriculture is an example; 
there is a strong consensus of opinion among agricultural experts that the 
British industry should specialize on milk and dairy products, eggs, fruit and 
other products for which the climate is suitable and the market naturally 
shelt: ered, and that the acreage under grain should be considerably less than in 
recent years. As a crisis measure a great expansion of wheat growing is 
planned and, while this can probably be justified in the short run, it would be 
a great loss if the permanent structure of British agriculture were built on so 
large a production of a crop which can be grown much better elsewhere. 

)n the exports side, the problem is largely one of achieving sufficient 
ruthlessness in stripping the home market of anything which can be exported 
or used to make exports. Even here, however, some choice has to be made 
between present and future. An example is the motor car industry. Long- 
term policy apparently demands concentration on a limited number of models, 
but this will mean the interruption of present production while factories are 
being re-tooled. 

Lastly, there is the field of international policy. Britain is still one of the 
leading traders of the world, and British policy will play an important, perhaps 
decisive, part in shaping the future structure of world trade. If we wish to 
see a revival of multilateral trade, we must proclaim that fact, while making 
it clear that we cannot restore full convertibility until the dollar famine is 
ended. At the same time, we must prove our sincerity by our actions, by 
maintaining and extending free convertibility over as large an area as possible, 
by imposing no more restrictions than are necessary, and by using such restric- 
tions so far as possible in the spirit of our existing commitments. 








* In an article in Lloyds’ Bank Review for July. 
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The Case for Bilateralism 
By Paul Einzig 


N a poster that adorned the hoardings of the City a year or two ago, a 
O\eertai popular writer proclaimed to the world the quintessence of his 

creed: “‘ There is Magic in Free Trade!’’ While most other multi- 
lateralists would be reluctant to admit so candidly that their belief in the 
all-curing effects of free trade is based not on reason but on superstition, there 
is no doubt that subconsciously they, too, believe in its supernatural powers 
for good. This at any rate must be inferred from the fanaticism with which 
the spiritual heirs of Cobden have plunged this country into the irresponsible 
experiment of convertibility. To anyone with a little common sense it should 
have been obvious from ge nerally k cnown facts that in the prevailing circum- 
stances the attempt was doomed to failure. Only a knowledge of simple 
arithmetic was required to show that Britain’s own adverse balance would 
alone exhaust the proceeds of the dollar loan long before new American assis- 
tance could reasonably be expected to be forthcoming. And it required very 
little expert knowle< ige to realize that in a world starving for primary products 
which Britain is unable to supply most countries would do their utmost to 
secure the a possible sterling balance with the sole object of spending it 
in the dollar area. It also stood to reason that a country with a deficit of £600 
millions per annum on its balance of payments, and with a huge external debt, 
largely unfunded, could il afford to let loose all the dollar-starved and dollar- 
greedy Governments to help themselves to its dwindling dollar reserves. 

On the basis of the facts of the situation it was impossible to think of a 
scientifically reasoned case for convertibility. Yet Mr. Dalton, advised by a 
team of experts, and himself no mean economist, plunged into it with great 
enthusiasm, without even attempting to avail himself of the escape clause in 
the Loan Agreement under which he could have applied for a postponement, 
and without even awaiting the date of July 15 fixed under the terms of the 
Loan Agreement. His action was heralded by a chorus of optimistic comments, 
not only by writers who derived their inspiration from Whitehall or Thread- 
needle Street, but also by the large majority of independent expert opinion. 

The explanation lies in the influence on British ecomounie opinion of the 
subconscious belief in the magic effects of free trade. It is a deeply ingrained 
conviction that if only goods are allowed to circulate more freely Britain 
would obtain as a matter of course her due share of the resulting increased 
world prosperity. And since the restoration of the convertibility of sterling 
was assumed to lead to an increase in the volume of international trade, it 
was expected to solve Britain’s major post-war difficulty by balancing her 
adverse external account. There is no rational argument to justify the sure 
expectation that an all-round increase of world trade would necessarily result 
in a special increase of British exports. But it is part of the dogmatic faith 
in free trade that this must be so, not as a matter of logic or economics, but 
one of quasi-religion. What is more, the magic effect of free trade was expected 
to work so speedily that it would bring about the require d degree of improve- 
ment before Britain had spent her last dollar on mee.ing her trade deficit. 
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Events between July 15 and August 20, 1947, have exploded the myth. 
It is now evident that those who believed that a return to multilateral trading 
would necessarily restore normal and prosperous conditions put the cart 
before the horse. Multilateralism can work only in reasonably stable and 
prosperous conditions; any attempt to restore it before a return of such 
conditions is premature and is bound to fail. Amid trade and currency abnor- 
malities such as the world is now experiencing, bilateralism cannot be dispensed 
with by any country which has a large trade deficit and whose hard currency 
reserve is inadequate. Bilateralism in Central and South-Eastern Europe was 
not adopted in the early ’thirties out of wickedness or foolishness, as free 
traders would like us to believe. It was adopted because the Governments 
concerned, alarmed by the depletion of their gold reserves, were unwilling to 
import unless they were assured that in importing they would not lose gold, 
The alternative to bilateral trading was in their situation not multilateral 
trading but no trading at all. Most European countries and soft currency 
countries all over the world are now in a similar situation, with the difference 
that world trade is even more unbalanced, and the danger of exhaustion of 
emergency reserves of dollars even graver, than in 1931. 

Perhaps the case for bilateralism as the last line of de fence of poor countries 
may best be illustrated by the primitive system of “ bilateral ’’ trading that 
prevails (or, at least, prev vailed until the eve of the war) on some of the islands 
of the Outer Hebrides. It is a widespread practice there for crofters, when 
they make their humble purchases from village grocers, to pay not in money 
but in eggs. This practice has developed not from choice but from necessity. 
There is very little money in those small, poor and largely isolated communities, 
and both crofters and grocers are anxious to preserve the few pounds they 
possess for payments which have to be made in money, such as rents or pur- 
chases from the mainland. If the grocers paid cash for the eggs, they would 
run the risk of being unable to meet wholesalers’ bills maturing shortly ; for 
they could not be certain whether the crofters would spend with them the 
money received, or whether they could re-sell the eggs in good time. If 
crofters paid cash for the tobacco or salt they bought, they would run the 
risk of being left without cash to pay rent; for they could not be certain 
that the grocers or others would be willing to buy their eggs. Hence the 
recourse to a bilateral trading arrangement that safeguards both parties 
against a depletion of their liquid reserves. 

For the same reason, Britain, and other countries in similar circumstances, 
cannot at present afford to spend abroad unless they make sure that their 
purchases will not make any further inroads into their depleted liquid resources. 
They can achieve this assurance by maintaining the inconvertibility of their 
currencies. As a result, foreign exporters either spend the proceeds of their 
goods here or leave them here for future spending. This is a simple and 
effective application of the principle of bilateralism. Prior to the return to 
convertibility, it was enforced only to a relatively moderate extent, because 
the American loan provided Britain with substantial liquid resources for a 
time. In many instances Britain was able and willing to pay in hard currency 
for her import surpluses. Moreover, multilateral trading continued—indeed 
had never been interrupted—within the sterling area. Countries, such as 
Argentina, which were in a strong bargaining position, were able to insist on 
payment in dollars. Countries in a weaker bargaining position had to accept 
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the bilateralist method of payment for present or future deliveries of British 
oods. 

' As a result of the return to convertibility, this distinction between countries 
in weak and strong bargaining positions ceased to have effect. Everybody 
was given the option of spending new sterling balances in any country. This 
change was welcomed triumphantly by the multilateralist school. Presumably 
the multilateralists were convinced that the removal of bilateralism would be 
followed by a world-wide unfreezing of trade, and that the British example 
would soon be followed by a large number of other countries. If so, they were 
quickly proved wrong. It is true, of course, that there was an increase in 
foreign purchases of goods in the dollar area—purchases financed out of the 
British dollar reserve—though the increase was not sufficient to prevent a 
declining trend of American exports due mainly to the growing world-wide 
shortage of dollar resources. There was also an increase of exports to Britain, 
because continental countries were anxious to dump large amounts of goods 
(such as fruit and vegetables which were not really needed in Britain at the 
peak of her own fruit and vegetable season) in order to secure convertible 
dollars. On the other hand, most countries cut down their purchases of 
British goods, because they preferred to spend their sterling on American 
wheat and coal rather than on British radio sets and textiles. The brevity 
of the convertibility period prevented this factor from producing anything 
like its full effect, but there can be little doubt that, had Mr. Dalton decided 
to spend his full gold reserve in an obstinate effort to maintain convertibility, 
it would have become the major factor in the British dollar crisis. Even the 
increased foreign purchases of American goods financed by British dollars 
were in part offset by British cuts in dollar spendings necessitated by the 
dollar drain which convertibility had caused. The same dollars could not be 
spent twice. From an American point of view all that happened was that 
more goods (partly luxuries) were sold to non-British buyers and less to 
British buyers. What was poison to Hollywood film companies became meat 
to the manufacturers of Packards and nylon stockings. World trade as a 
whole, or even American trade as a whole, has failed to benefit by converti- 
bility, even during the brief period of its operation. 

The departure from currency bilateralism, so far from causing an expansion 
of foreign trade, would actually have caused a contraction if the British 
authorities had realized what was happening. Long after they had decided that 
it was necessary to curtail dollar expenditure they continued to allow the 
import of goods from soft-currency countries, apparently oblivious to the fact 
that if the Italian export of vegetables was paid for in sterling, Britain stood to 
lose fully as many dollars as if she spent a corresponding amount on purchases 
in the United States. One of the results of the return to full sterling conver- 
tibility in the prevailing conditions was that, in order to husband her dollar 
reserve, it became necessary for Britain to curtail her purchases from soft 
currency as well as hard currency countries. Had convertibility continued 
for some time this necessity would have been realized by the authorities— 
after the loss of many millions of dollars—and the resulting curtailment would 
have become a major aggravating factor in the international trade situation. 

The suspension of convertibility destroyed the only basis there had been 
for the newly created sterling multilateralism, and, owing to the exhaustion 
of the proceeds of the dollar loan, Britain is having to apply the principles of 
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bilateralism much more effectively than she did before July 15. Imports 
from hard currency countries are having to be curtailed ruthlessly. Even 
countries in a relativ ely strong bargaining position are now unable to force 
Britain to pay in dollars to anything like the extent they could do in the Past. 
To the extent that the Government determines to conserve the gold reserve 
for an emergency, that reserve may be regarded as non-existent for the purposes 
of current trade. To that extent Britain can pay for imports only in British 
goods or in sterling. Any country unwilling to accept payment in such a form, 
or to grant Britain a credit, has to curtail its exports to this country. Since 
most other countries are now even less able to pay in dollars than Britain, the 
chances are that Argentina, for example, rather than double or treble the meat 
consumption of her own population, will be willing to trade with us on a bilateral 
basis. 

Bilateralism has been adopted by Britain of necessity and not from choice. 
There can be little doubt that, if substantial American aid were forthcoming 
in the not too distant future, she would revert to multilateralism—even though, 
as a result of the lessons of the recent experience, convertibility would not be 
made quite so automatic and indiscriminate as it was during the five weeks to 
August 20. Several British Ministers have recently emphasized that multi- 
lateralism and convertibility form part of the Government’s long-term policy. 
But they have also made it plain that the Government does not want to 
depend on the somewhat uncertain chances of American assistance. The 
alternative to depending on it is to base the currency and trade policy of 
Britain on bilateralist foundations, mitigated only by regional trading arrange- 
ments such as that of the sterling area or of the proposed Western European 
economic bloc. 

Even though Britain is finding herself forced back into bilateralism by 
factors beyond her control, there can be no doubt that, under the influence 
of the recent experience, British opinion, too, has moved considerably in 
favour of it. Many people have realized that, so long as Britain has an adverse 
trade balance, she cannot afford to return to multilateralism. (Mr. Dalton 
himself does not appear to be among ward converts, judging by the principle, 
laid down in the new monetary agreement* with Belgium, under which Britain 
is to grant gold convertibility if her trade balance is sufficiently adverse to 
enable foreign countries to accumulate large sterling balances!) There are 
even some people who, learning from the lessons of the last few months, have 
come to the conclusion that bilateralism is worth having for its own sake. 
The sharp contrast between the way in which some of the Dominions are 
prepared to give their last shirt to Britain and in which some foreign countries 
are out to exploit her difficulties to the very limit has made some people think. 
In the past we switched our purchases from Australia to the Argentine when- 
ever there was a saving of a halfpenny in doing so. In the future there is sure 
to be a very strong current of British opinion which favours paying—if neces- 
sary—higher prices to Australia, not for sentimental or political reasons but 
for practical business reasons. Sais is well worth our while to ‘pay any such 
* See, however, the opposite conclusion dra uwn in the editorial article on page 14, and the 
technical explanation of the Belgian agreement which appears on page 19. The insertion of 
this solitary footnote should not be taken to imply an editorial view that no other points i 
Dr. Einzig’s article call for comment. Had space permitted, there might have been a running 
commentary }—Eb. 
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excess aS an insurance premium against being let down or bludgeoned by our 
suppliers of essential goods in the next crisis. 

Similarly, this arrangement is worth while for the mutual goodwill and 
spirit of co-operation it creates between the nations concerned. This may 
sound paradoxical to ears accustomed to the reiteration, by generations of 
economists, that free trade makes for international goodwill and peace. Why 
international cut-throat competition and the callous disregard of the interests 
of the countries buying our goods should produce such an effect is not obvious 
to those of us who refuse to believe in the magic qualities of free trade. Under 
the multilateral system every country simply aims at dumping the largest 
possible amount of its goods on every other country. The country with an 
export surplus neither knows nor cares how the country which takes it will 
raise the means to pay for it—provided it does pay. Under bilateralism, on 
the other hand, the two Governments put their heads together in an effort 
to find means of enabling the debtor to pay. The creditor enables his debtor 
to sell more goods to him; and, if necessary, the debtor may be assisted to 
increase the production of the goods that are acceptable to the creditor. In 
the long run the creditor may even find that it is a good business proposition 
to pay somewhat higher prices for his debtor’s goods. For bilateralism reduces 
the necessity for international lending, and consequently it reduces the extent 
of defaults on international debts. 

If it should happen that, owing to delay in granting adequate American 
assistance, the bilateralist system is allowed to work for some time, a large 
and increasing section of British opinion may perhaps come to realize its 
fundamental advantages. In that case there will be a growing resistance to 
a return to multilateralism even after the improvement of international 
economic conditions. The defects of the bilateral system can be mitigated 
by means of triangular and regional arrangements. Britain might eventually 
decide to retain a high degree of bilateralism as part of its permanent trade 
policy. Many other countries would then follow her example by deliberate 
choice. Multilateralism has always been a trading system that tended to 
make the rich country richer and the poor country poorer—at any rate in a 
relative sense ; it enabled the former to secure more than a fair share of the 
increase of wealth, leaving to the latter rather less than its fair share. In 
any case, in the absence of bilateralism, disequilibrium in international trade 
is likely to be the rule rather than the exception. The sacrifice involved in 
abstaining from buying always in the cheapest markets may be well worth 
making for the sake of achieving a higher degree of stability in a better balanced 
world trade. Whether the lessons taught by the failure of Mr. Dalton’s experi- 
ment will be sufficient to make statesmen and experts realize the superiority 
of the bilateralist system remains to be seen. Quite possibly it will take another 
major crisis, or even several of them, to produce that effect. 

One thing is certain. If, acting on pressure from Washington, Mr. Dalton 
should make a second attempt at dollar convertibility, it would be doomed 
to failure even if it were not so indiscriminate and uncontrolled as was the 
first experiment. A second failure might completely discredit the system of 
convertibility and multilateralism. Fanatical free traders who are incapable 
of restraining their impatience at least until the time limit fixed at Bretton 
Woods expires, should bear this in mind—actually in the interests of their 
own favourite doctrine. : 
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Bretton Woods and the Crisis 
By C. Gordon Tether 


HE main impression created by reading the annual reports of the Bretton 
T Woods institutions—the International Monetary Fund and the Inter- 

national Bank for Reconstruction and Development—is that both are 
acutely aware of the difficult position in which they have been left as a result 
of the onset of the dollar crisis. The events of the past few months have 
provided convincing proof that the Bretton Woods plans for smoothing and 
financing post-war economic rehabilitation throughout the world were based 
on a series of miscalculations. At the outset—and, by the Americans, until 
only a short time ago—the restoration of the comparative harmony in inter- 
national payments which existed before the war was expected to be a relatively 
orderly and unprotracted process. Now the plan for a bold attempt to restore 
confidence and expand trade through the rapid restoration of a system of 
freely convertible currencies, on the lines visualized in the Keynes and White 
Plans, has been shattered by the failure of the American attempt to force 
3ritain into full acceptance of the obligations of Bretton Woods before the 
end of the breathing-space which even those rather rigorous plans allowed for. 


The chances of achieving a fully multilateral system among all the leading 
nations therefore look even more remote than they did before. The Americans 
seem to entertain hopes that the retreat from such forms of multilateralism 
as had begun to emerge may be ended by the granting of liberal aid to Europe 
under the Marshall Plan. But European nations are not likely to respond. 
Britain’s experience with convertibility will surely give rise to a resolute 
determination to refuse American aid which has economic strings attached. 
And it is always possible that the U.S. Administration will feel that interna- 
tional political considerations alone warrant a programme of aid to Europe 
even if the previous plans for a world economy functioning smoothly on 
Bretton Woods lines have to be temporarily or permanently abandoned. 


To assess, in such circumstances, the future prospects of the International 
Fund and the International Bank would require more than normal ability to 
look into the future. Immediately ahead there is the period of acute uncer- 
tainty while the world waits to hear whether the worst effects of the dollar 
blizzard are to be avoided by the granting of interim American aid to Europe 
before the Marshall Plan comes into operation. Pending that, both Bank 
and Fund have to decide what policy they shall adopt while the dollar vacuum 
remains unfilled. Is it in their interest to stand aside while the economic 
blizzard takes its toll in the hope that they can keep their structures intact 
until better times arrive, or should they risk their existence in an attempt 
to limit the repercussions of the dollar shortage upon world trade by the 
generous use of such limited resources as they have ? And, after the Marshall 
Plan begins to operate, can either the Bank or the Fund be certain that it 
will be able to work in accordance with the Bretton Woods plans ? Institutions 
intended to function in connection with a world multilateral trade system 
can hardly be expected to fill their intended réle in a bilateral world. 


| 


Bretton 
e Inter- 
oth are 
a result 
hs have 
ing and 
‘e based 
as, until 
n inter- 
slatively 
» restore 
stem of 
d White 
to force 
fore the 
wed for. 


leading 
nericans 
teralism 

Europe 
espond. 
resolute 
ttached. 
interna- 
Europe 
thly on 
1ed. 


national 
ility to 
> uncer- 
e dollar 
Europe 
h Bank 
vacuum 
sonomic 
s intact 
attempt 
by the 
flarshall 
that it 
itutions 
system 


BRETTON WOODS AND THE CRISIS 33 








Very little guidance in these matters can be obtained from the annual 
reports of the Bank and Fund, and very little seems to have emerged from 
their recent meetings in London. Indeed, the attempt of both institutions to 
follow a middle course runs like a theme song through the annual reports. 
They seem conscious of the fact that, though they are not to blame, either 
through their activities or their inactivities, for the distortion of international 
exchange relationships represented by the dollar crisis, the very fact that they 
are the chosen instruments of the Bretton Woods schemes places them at a 
severe disadvantage. Moreover, they realize that while the world may be 
prepared to accept the plea that they were not intended, and are not in fact 
equipped, to deal with an international exchange crisis of this magnitude, it is 
still anxious to know how far they are prepared to go, at the risk of bending 
the letter and even the spirit of their regulations, to help the dollar-starved 
countries through the present difficult period. Both institutions have gone 
to considerable lengths in their reports to demonstrate why they cannot play 
a more decisive role in the dollar drama. On the second page of the Fund’s 


report we find : 


“The Fund is intended as part of the permanent machinery of international 
monetary relations rather than as an emergency device to meet the special needs 
of the post-war years. However, when the Fund was set up it was recognized that 
it would start to work at a highly abnormal time and provision was therefore made 
for a transition period. But the Fund’s objectives can be fully realized only in a 
world in which the war-damaged and war-devastated countries have restored their 
productive efficiency to a point where they can achieve balance in their inter- 
national payments with a level of trade conducive to their own and the general 
well-being. Now, more than a year after the establishment of the Fund, the world 
is confronted with seriously unbalanced trade, with an urgent problem of financing 
international payments and with severe shortages of goods for reconstruction and 
even for maintaining minimum consumption standards in many countries. The 
Fund cannot solve these problems, but the réle which the Fund will be able to 
play in the future must inevitably be determined in large measure by the way in 
which these problems are solved.” 


The Bank report opens with the sad reflection that when its charter was 
drafted at Bretton Woods in the summer of 1944, high hopes were held that 
it would prove to be the principal instrument for restoring the war-torn nations 
of the world to economic life. UNRRA was to meet the critical short-range 
relief needs ; the external financing needed for the more permanent recovery 
programmes was to be supplied by the Bank. 


“ Recovery was conceived of primarily in terms of the re-building of factories, 
mines, railroads and other specific productive facilities. We now know that the 
problem is deeper and more difficult than was envisaged at Bretton Woods. The 
deadening effects of the utter and prolonged disruptions of trade have been more 
serious than was anticipated in 1944, delays in satisfying the most elemental needs 
for food and fuel have been greater and the dislocations of the industrial mechanism, 
of governmental organization and patterns, and of human resources, have been of 
profound significance. The requirements of recovery to-day are not limited to the 
rebuilding of individual productive facilities. They include reconstruction and 
rehabiitation of entire national economies. 

“ Because the requirements are greater than anticipated, because the scope 
of activity and loanable resources of the Bank are limited, it is manifest that the 
Bank can provide only part of the auswer to the problems which confront the 
world to-day.”’ 
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These apologies will be read sympathetically. It is obvious that neither 
the Bank nor the Fund could hope with existing dollar resources to contend 
with a world dollar shortage of present dimensions for much more than three 
or four months, even if they were prepared to exhaust themselves in the 
effort. It would not have been surprising to find that these two great inter. 
national institutions of which so much was expected had done little, relatively 
to the size of the problem. What is, perhaps, surprising is that they have done 
so little in the absolute sense. 

In the year which ended on June 30 last the International Monetary Fund 
was involved in no more than three transactions, two of which, in amounts 
of $25 millions each, were sales of dollars to France, the first on May 8, the 
second on June 23. The third operation, which took place on May 16, comprised 
a sale of $6 millions in dollars and the equivalent of a quarter of this amount 
in sterling to the Netherlands Government. Since the Fund’s year ended, 
business has apparently picked up. Mexico and France have drawn virtually 
their full quotas for the current year, while there has been the sale of $6 
millions in dollars to the United Kingdom. But these transactions add up 
to a very minute part of the Fund’s total resources in U.S. dollars alone. 

The Bank’s record for its first year of active trading is in some ways even 
less impressive. Two loans only had been granted up to mid-August, one of 
$250 millions to France and one of $195 millions to the Netherlands, both 
—it almost goes without saying—in U.S. dollars. Since then the Bank has 
made a grant of $50 millions to Denmark and one of $12 millions to Luxenm- 
bourg. The advance to Luxembourg was provided to the extent of $10 
millions in U.S. dollars; the remaining amount was in Belgian francs, the 
Belgium authorities having agreed to the use in this way of some of the francs 
paid in as part of their subscription—an arrangement which the Bank's 
President has hailed with satisfaction as marking the “ first breach in the 
dyke’’. In the first two years after the end of hostilities, the International 
Bank had thus lent a total of only $500 millions, the equivalent of no more 
than 3 per cent. of its nominal capital. 

After taking into account all the manifest difficulties which have beset its 
work since it began operations, this inadequate performance cannot fail to 
reflect a certain discredit upon its management. It is only fair to point out 
that blame for this state of affairs cannot be laid at the door of the present 
President, Mr. John McCloy, who took charge of the Bank in the spring 
The energy with which he tackled the task of rousing the Bank from the 
semi-paraiytic state into which it had fallen is generally acknowledged. 
Unhappily, by the time the Bank awoke from its slumbers, the dollar criss 
was upon the world. The opportunity of obtaining the finance from the 
American market, which in present conditions must provide the life-blood 
of - Bank, had almost passed. 

As the remaining dollar resources are very slender, it is difficult to see how 
until fresh funds are raised, the Bank can grant more than a very small pro 
portion of the applications now being made for assistance. Those from 
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Czechoslovakia, Iran, Mexico, Poland and Chile alone aggregate several times 
the amount of dollar resources now available. The President of the Bank has 
been making a tour of European capitals in the hope of obtaining the right to 
market the Bank’s stocks in markets outside the United States, but it is 
doubtful whether much can be hoped from this development now that almost 
every country in the world is busily engaged upon measures to protect its 
overseas payments from the effects of the dollar crisis. 

Both the Bank and the Fund include in their annual reports a lengthy 
diagnosis of the world economic malaise. The theme is that made familiar by 
reiteration in the American press for months past—i.e. that the dollar crisis 
is the result of under-production in the non-American world, and that the 
cure is therefore obvious. Bank and Fund agree that European and Far 
Eastern countries must provide by their own efforts most of the goods required 
to complete their reconstruction. They admit, however, the need for some 
outside aid during the transition period, although, to quote the Bank’s report, 
“for both political and economic reasons such assistance must be of limited 
duration and on a diminishing scale. The assistance must be large enough 
to enable the recipient to achieve stability—that is, to live without assistance 
—within a reasonably short space of time ”’ 

Can the Fund and the Bank help in this endeavour ? The Fund is apparently 
attempting to do so, to judge from the fact that exchange has beer sold to 
countries suffering from something more than a temporary disequilibrium in 
their overseas payments in the Bretton Woods sense. 

The main way in which the Bank plans to help is by the exploitation of the 
principle of strategic use of its funds. The Bank believes that they must be 
employed chiefly ‘‘ to finance programmes or projects which will eliminate 
bottlenecks to production or which will generate increases in production of 
related goods or in related areas or which will otherwise serve effectively to 
stimulate the revival or development of industry or agriculture. The strategic 
use of comparatively modest sums can in this way have beneficial effects out 
of all proportion to the size of the investment ’ 

While they continue their walk across the tight- -rope represented by the 
dollar crisis, they are doubtless pondering what fate holds in store for them 
once the Marshall Plan comes into operation. If the Americans succeed in 
their reported plan to make Marshall aid conditional upon a form of currency 
convertibility, scope for the International Fund may be greatly enlarged. 
For the Bank, however, the prospect of Marshall aid may introduce a new 
complication. Will there be scope for an international institution demanding 
comparatively onerous rates of interest if the U.S. Administration is providing 
reconstruction grants interest free? In some ways, its elimination from the 
reconstruction market might not be unwelcome to the Bank. It would enable 
it to concentrate upon financing the development work which urgently awaits 
its attention in the backward areas. However, if it seriously intends to 
embark upon development business, it will surely have to seek some modi- 
fication of the present ruling that its loans shall be used for the purpose of 
financing capital imports only. Had such a restriction been applied to the 
finance poured into the backward areas by Britain and other countries in the 
past, most of the capital development which has brought America to her 
present economic pre-eminence would never have taken place. 
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Banking in a “Dependent” Economy 
New Zealand and Eire Compared 
By W. Rosenberg 


The recent controversy—in THE BANKER and in the Irish press—aboud the structure of the Ivish 
banking sysiem drew attention to proble ms which, im princ iple, ave inherent tm the banking ang 
financial system of any ‘‘ dependent’’ economy. The discussion tw relation to Etre has promptad 
Mr. W. Rosenberg, of Canterbury University College, Christchurch, to consider, in an instructiy 


article, how the comparable problems have arisen in New Zealand and what measures have been taken 


there to meet then. 
The controversy began with an article ‘‘ New Light on Irish Banking "’, by Mr. Lauvence Hooper, ix 


THE BANKER for December, 1946. An article by Professor Duncan, of Trinity College, Dublin, 
replying to Mr. Hooper's thesis, and an editorial commentary on the whole controversy, appeared in 
THE BANKER last February.—ED. 

ROFESSOR DUNCAN, commenting in the February issue of THE BANKER 

0 Mr. Hooper’s article, says that “it seems that Mr. Hooper rather 

aggerates the peculiarities of the banking system in Ireland”. A New 
Zealand reader te nds, indeed, to be surprised that the features of banking in 
what we may call “‘a dependent economy ”’ are still little appreciated in 
English textbook literature. New Br and Eire are in the class ofa 
dependent economy and it may, therefore, be interesting to work out the 
similarities and difterences between New Zealand and Irish banking. Such 
comparison may shed some light on the peculiarities of banking in countrie 
where a large part of the national product is represented by items enterig 
into foreign trade with one particular “ key’ country. 

There are six banks trading in New Zealand ery, wot with nine in Eire. 
Two of these institutions are incorporated by special Acts of the New Zealand 
Parliament ; the other four banks are predoming antly Australian institutions. 
All banks have either head or branch offices in London. 

Until the year 1930, New Zealand’s currency was virtually at par with 
sterling, and only slight deviations occurred from time to time. From 1930 
onwards the New Zealand pound began to depreciate. In January, 1931, it 
reached a level of {NZ 110 (= {100 London). In 1933 the rate was finally fixed 
at {NZ 125. The rate has remained unaltered since. 

Until the depreciation, New Zealand currency policy was in almost every 
respect identical with the policy of Eire as outlined by Mr. Hooper. Profess 
Tecker, in an article in the Economic Journal of December, 1924, described th 
situation as follows :— 

The stability of the New Zealand system depends upon the bankers having sufficiest 
liberty of credit expansion in New Zealand to enable them at all times to provide bak 


deposits in New Zealand in exchange for international money ; and sufficient liquid resoures 
in sterling to enable them at all times to provide inter national mone y in exchange for bank 


deposits in New ‘Zeal: and. (P. 567). 
The result of this policy was a considerable degree of dependence on British 
price tendencies. Trading banks would expand credit when sterling balances 
were high after a good export season. The higher national income thus gener | 
ated led to larger imports and a depletion of sterling funds. This was a signd 
for banks to restrict credit. Restriction of credit reduced national income and | 
the propensity to import ; it also reduced costs, and New Zealand’s ability t0| 
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export was enhanced. Sterling funds accumulated again and the credit screw 
omy | was relaxed. 

As the market for New Zealand exports similar to those of Eire has always 
been predominantly in England, price changes in England had immediate 
effects on sterling funds held by New Zealand banks and were quickly translated 
into deflationary or inflationary measures in New Zealand. 

The great depression impressed upon New Zealand the desirability of 


; of the Irish greater monetary independence. And here New Zealand followed a somewhat 
anking and : : = —e — rigs: a ‘ 

as prompted different policy from Eire. The depreciation of the New Zealand pound against 
me instruct sterling was one result of the new outlook ; the creation of a Reserve Bank with 
pe Coane powers to create and control credit in New Zealand was another. The preamble 
ce Hooper, ia of the Reserve Bank of New Zealand Act, 1933, stated that the object of the 
eo — Bank was “‘ to exercise control within defined limits over monetary circulation 
a eared m 


and credit in New Zealand to the end that the economic welfare of the Dominion 
be promoted and maintained ”. 


E BANKER How far has this legislation been successful in making New Zealand’s credit 
per rather structure independent of the size of her assets in London ? And how far could 
A New this legislation be expected to be successful ? 

yanking in The following combined statements of assets and liabilities of the six New 
eciated in Zealand trading banks and the Reserve Bank of New Zealand for the years 
class of a 1935, 1939 and 1946, will give some answer to this question. For purposes of 
k out the comparability they are arranged in a form similar to the statement for the 
ing. Such Irish banking system given by Mr. Hooper in his article. 


1 countries 





























: TABLE I 
is entering 
ComMERCIAL BANKS AND NEW ZEALAND RESERVE BANK: ASSETS AND LIABILITIES IN NBW 
’ ; ZEALAND 
ne in Eire. (Source: New Zealand Official Gazette) 
w Zealand (All in £NZ millions) 
arr 30/12/1935 28/8/1939 30/12/1946 
stitutions. Capital and Reserves ats mi fe 3 "18.5 20.1 20.0 
Notes .. es ais sid “2 whi os a%..3 15.8 50,2 
yar with Demand Deposits in New Zealand .. yg a 31.3 39.2 135.2 
ct wad 2 Inter-Bank Deposits “i — aS oa 9.7 12.6 59.1 
From 1930 Time Deposits in New Zealand a a 37-7 30.6 30.3 
y, 193I, tt Other Liabilities “ar we Si ots us 0.6 2.4 4.38 
fixed oni eee non 
nally -” Total Liabilities .. és - i {109.1 £120.7 £305.06 
most every Cash and Reserve Bank Deposits of Trading Banks 
ar (Bankers’ Cash) .. ie is He - 14.1 17.0 68.3 
Proiessit Gold and Coin aia Ne xe ae es 3.0 3.0 2.9 
scribed the Investments in New Zealand ne iy én 6.6 14.2 31.2 
Advances and Discounts = ste és «a 40.6 53.4 06.2 
a Reserve Bank Advances to Government .. ics ~~ 19.6 28.5 
ring sufficient Other Assets in New Zealand - 5 - 1.6 2.0 2.9 
provide bank f 2 “ 
juid resources Total Assets in New Zealand is os 71.9 109.2 200.0 
ange for bath External Assets .. ea oa ; 37.2 11.5 105.6 
on Britis £109. 1 £120.7 £3095.0 
vg balances pare caren cereal 
thus gener Table I becomes more interesting if we analyse from it the changes in the 


vas a signa volume of money in New Zealand and their causes, as done annually in the 

income ati | Statistical Summary of the Reserve Bank of New Zealand. 

's ability t For purposes of this second table the volume of money in New Zealand is 
defined as the sight liabilities of the New Zealand banking system plus notes 
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in circulation. Not included in the volume of money in circulation are (a) 
Reserve Bank notes held by the trading banks as a cash reserve ; (0) trading 
bank deposits held with the Reserve Bank. 


TABLE II 


VOLUME OF MONEY IN CIRCULATION IN NEW ZEALAND 
(All in {NZ millions) 





; 30/12/1935 28/8/1939 30/12/1946 
Notes .. thos én Gi ics a re 42.3 15.8 50.2 
Less held in Banks’ Till .. ‘nt eg ed £9 3.9 8.4 
7.6 I2.1 41.8 
Demand Deposits ‘a od zn wi ia 31.3 39.2 135.2 
Money in Circulation a T i £38.9 £51.3 £177.0 





If we now compare Table I and Table II we get the following result :— 


TABLE Ill 


COMPARISON OF INCREASE OF VOLUME OF MONEY IN CIRCULATION AND CHANGES IN NEW ZBALAND 
STERLING ASSETS 
(All in {NZ millions) 


Increase of Volume Increase or Decrease of 
of Money N.Z. Foreign Assets 
From 1935 to 1939 rer ‘i oe és 12.4 increase 25.7 decrease 
From 1939 to 1946 a ad we a 125.7 increase 94.1 increase 
From 1935 to 1946 are 8 ae ia 138.1 increase 68.4 increase 


Between 1935 and 1939 the Labour Government of New Zealand practised 
its policy of monetary independence. For the first time in New Zealand history 
the development of the volume of money in circulation diverged materially from 
that of the volume of sterling funds held by the New Zealand banking system 
in London. The policy of the Government had been expansionist at a time when 
the trading banks would—on their old policy—have restricted purchasing 
power with a view to reducing New Zealand’s propensity to import. The sequel 
to this policy was the introduction of severe import restrictions and exchange 
control in December, 1938. 

Since the outbreak of the war, however, and the increase in New Zealand 
exports combined with reduction in imports due to difficulties of overseas 
suppliers, New Zealand has returned to the traditional situation in which the 
volume of money is regulated by sterling funds overseas ; in many respects, 
therefore, her present position is comparable to that of Eire. The causes of 
the war-time increase of {NZ 125.7 millions in the volume of money in circu- 
lation are analysed in Table IV. 

This table shows that the increase of the volume of money in New Zealand 
during the war and post-war period is due to :— 

(a) An inflow of {NZ 94.1 millions due to a favourable balance of payments. 
This amount was credited to cheque accounts in New Zealand with the 
' exception of some {NZ 7.1 millions which was held out of circulation 
by being credited to time accounts and using it for other purposes. 
(b) A domestic creation of credit to the extent of {NZ 38.7 millions. 


The increase of money in New Zealand was therefore attributable as to 69.2 | 


per cent. to external factors and 31.8 per cent. to internal credit creation. 


Thus, while the New Zealand Government cannot say with Mr. Hooper: 
‘‘ There has been no domestic credit creation whatsoever, the increase in liabil- | 
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ties being caused exclusively by the lodgment with the banks of sterling pro- 
ceeds of favourable balances of payments ’—the New Zealand position is at 
least very similar to the Irish. 

TABLE IV 


Causes OF CHANGES IN VOLUME OF MONEY IN NEW ZEALAND FROM OUTBREAK OF WAR TO 
DECEMBER 30, 1946 
Overseas Transactions : 
Accrual of sterling funds .. 
Internal Bank Credit : 


£NZ 94.1 million increase 





Reserve Bank Advances to State fie ns Re aid 8.9 
Securities purchased el ne a oe as ace 0.2 
Trading Banks Advances and Discounts eo ia ia 12.8 
Securities purchased oa hi ser mal a ne 16.8 
£NZ 132.8 

Less Shift from Demand to Time Deposits and Sundry Items 7% 


Total Increase of Money £NZ 125.7 

What did New Zealand banks do with their increased resources? New 
Zealand, like Eire, has no developed money market, and the banks have an 
agreement with the Government not to increase their holdings of Government 
securities. Thus the flow of money could not be used as the basis of multiple 
credit expansion through the purchase of securities but was deposited by the 
trading banks as a sort of interest-free loan to the Government in the shape 
of deposits with the Government-owned Reserve Bank of New Zealand. 
Table V shows the development of the ratio of bankers’ cash (Reserve 
Bank notes and deposits) from 1935 to 1946. 

The high liquidity ratio of the New Zealand commercial banking system 
reflects an increase in non-income earning assets. The rise in the ratio of 
bankers’ cash to sight liabilities is particularly remarkable if we bear ia mind 
the fact that the proportion of time to total deposits has receded from 57 per 
cent. in 1935 to little over 20 per cent. in 1946. 


TABLE V 
TRADING Banks: Liguipity Ratios 
1935 1939 1946 
: % % o 
£NZ m. of sight {NZ m. of sight {NZ m._ of sight 
Liabilities Liabilities Liabilities 
Bankers’ Cash ne I4.I 51.8 17.0 45-4 68.3 55-7 
Investments in New 
Zealand .. - 5.0 18.4 10.5 28.1 37.3 22.3 
Advances and Discounts 406.6 39t.3 53-4 142.5 66.2 53-7 


Before the establishment of the Reserve Bank of New Zealand a high state of 
liquidity as reflected in the above figures would have found expression in a 
growth of London investments of the New Zealand trading banks. Under the 
present system the trading banks are allowed to keep a stock of foreign assets 
sufficient only for their current transactions. On the other hand, the opportuni- 
ties for an increase of trading banks’ advances to the public have not been 
sufficient to absorb the slack provided by the excess funds. Thus, in parallel 
with Irish banking, the increase in bankers’ cash could not find an expression 
in a multiple creation of credit. 

Nevertheless, there has been considerable pressure on the part of the banks 
to increase their advances to the public. During the financial year ended 
March 31, 1947, they rose by over {NZ 15 millions to {NZ 73 millions—the 
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highest figure on record. This rapid expansion has caused some public concern, 
What means of control, it has been asked, are at the disposal of the Reserve 
Bank of New Zealand to keep in check an undesirable expansion of credit ? 
None of the traditional indirect forms of credit control is available to the 
Reserve Bank : the discount rate is quite ineffective, owing to the absence of a 
bill market in New Zealand, and open market policy is equally impossible owing 
to the present policy of the Reserve Bank of keeping the banks from incre asing 
their investments in Government stock. The only form of credit control left is, 
therefore, a form of direct control and moral suasion. 

In a recent statement, the Reserve Bank of New Zealand has described its 
methods of credit control; these appear to be guided even less by classical 
English principles than the Irish policy. The Reserve Bank’s policy consists in 
a direct control of advances granted by the trading banks. Provisions are 
reviewed from time to time and are communicated to the trading banks after 
consultation with the Government. An important administrative feature is 
that, to secure the closest possible uniformity in the observance of the policy by 
the banks, all doubtful cases are referred to the Reserve Bank. In order to 
ensure that the confidential relationship between customers and their own 
bankers is respected, the Reserve Bank does not ask that the identity of the 
applicant should be disclosed. The broad classes of advances which are subject 
to control are :— 

(a) advances for speculative purposes ; 
(b) purchases of real property ; 
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(c) purchases of investments ; 

(d) advances for other capital purposes, for instance, construction and 
extension of industrial premises and plant ; 

(e) repayment of mortgages ; 

(f. advances to finance hire purchase and other credit sales ; 

(g) advances for luxury purposes. 

It is doubtful, however, how far the Reserve Bank can be successful in restrain- 

ing the pressure of credit without more far-reaching controls over raw material, 

labour and prices. Total deposits will decline only when imports become more 

readily available than they are at present. In other words, ultimately the New 

Zealand banking system has to rely on the same system of credit control that 

was known before the present state of economic insulation : the reduction of 

money within New Zealand by increased imports and reduced overseas assets. 

The conclusions which emerge can be briefly summarized. A dependent 
economy such as New Zealand’s or Eire’s must take into account the develop- 
ment of the balance of paymeats. Thus for a long period the New Zealand 
banking system has been controlled, and the Irish system strongly influenced, 
by the size of their London funds. New Zealand has tried to gain a measure of 
economic independence. She has depreciated her exchange rate against 
sterling and has established a Reserve Bank with wide powers of credit creation. 
She has also embarked on a policy of industrialization, which will tend, inci- 
dentally, to make the powers of the Reserve Bank more effective—for without 
borrowers there can be no loans. 

This policy led in 1939 to a depletion of sterling funds and to the introduc- 
tion of import and exchange controls. It has become increasingly ciear that 
management of New Zealand’s cvrrency with a view to maximum independence 
from London deprives the banking system of most of its traditional methods of 
credit control. Thus a more direct system of economic controls has become 
necessary and is at present the outstanding feature of the New Zealand econo- 
mic system. The recent nationalization of New Zealand’s largest trading bank, 
the Bank of New Zealand, seems to be symptomatic in this respect. 

From 1935 to 1939, when a deflationary policy would have been indicated 
by the trend of London funds, New Zealand pursued an opposite policy, ; from 
1939 to 1946, when the growth of London funds indicated a rapid increase in 
prices and costs, New Zealand has tried to keep her price level controlled 
independently of overseas developments. Thus the cost of living index in New 
Zealand, which was at parity with the English index in 1939, stands now at I81 
(1914 =100) compared with 204 in England. 

On the other hand, with reference to Eire, Professor Duncan in his article 
in THE BANKER last February, states ‘‘ that there can be no question that 
prices in this country, particularly Dublin, are-substantially and exasperatingly 
higher than the prices of comparable goods in the United Kingdom ”’ 

Both countries are struggling against a developing disequilibrium : New 
Zealand wishes to keep her prices down, and stop them from rising ; Eire 
desires to reduce her inflated price level at least to parity with England. For 
both countries the main hope of finding a new equilibrium, therefore, lies in a 
depletion of their sterling funds by a resumption of imports from Britain on a 
large scale. Failing this—and it is impossible in any case until supplies expand 
—State intervention in New Zealand and inflation in Eire will have to go on 
increasing, 
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iidustvation for a Westminster Bank advertisement, | 
he intyinsic interest of the subject to anyone connected with banking, it 
thetic standard of the hest present-day bank advertising 


Bankers in Print 
2—-THEME AND TREATMENT 


By Alec Davis 
Hk purpose of present-day bank advertising is twofold. It aims to sell 
the services which are advertised, and additionally it has a “ prestige 
function—to create in the reader’s mind a favourable picture of the 
advertiser, and to ensure that his name is not forgotten. 

To decide which of these two is the more important is not easy, but it should 
perhaps be emphasized that there is more scope for selling than one might at 
first imagine. People who are closely concerned with banking realize that 
every business house and every business man of any standing to-day have 
bank accounts ; but, realizing this, it is possible to overlook the facts (a) that 
the subsidiary services of the banks are not as well known as they might be 
and (>) that there are still many people who have not opened personal bank 
accounts though they could with advantage do so. Here are two fields for 
bank services that can be cultivated by means of informative advertising. To 
some extent, they are being so cultivated : as evidence of this, recent adver 
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Mine musty old recordy remind us everyday topics of conversation between 
that out sign hung in Lombard Street bankers and their customers. 


‘Although the word ‘sterling’ is now in 
“i . when Black Ivory and Guinea Gold were The efficiency of our modern accounting 


everyday use, many of those who use it 
and calculating machines reminds us tha! 
are probably unaware of its origin. In the Let 8 a 


reign of Edward I a group of North we have moved with the times. 


LLOYDS BANK The last Guinea was minted in 1813, but 
| k ft . the friendliness for which this Bank is 
ook aller your renowned has survived all ‘changes of 

interests outlook and method. 


German traders settled in London and 
formed their own guild. They were known 
as ‘ Easterlings ’ and their coins were found 
to be of a uniformly high quality : thus their 
name—corrupted to ‘ sterling’—came to 
be applied to a coinage of recognised 
excellence. 

The aced for a prosperous export trade in 
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the prestige advertisements of banks whose activities ave 
Loth widely spread «nd old-established. In_ thes. 
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ever it was in the days of the Easterlings. 
Barclays Bank offer all exporters and im- 
porters a comprchensive foreign banking 
leading banking houses abroad. Any branch the advertisers 


manager will be glad to provide full details. 
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BARCLAYS BANK 


LIMITED 


tising campaigns directed to women may 
be quoted. Housewives and professional 
business women provide a comparatively 
new market for the banker-advertiser: a 
market brought into existence by the 
higher status of women and their relative 
financial independence—both phenomena 
of our own century. 

Yet, despite the effect of press adver- 
tising in thus securing business directly, it 
would still be reasonable to expect a large part of its cost to be chargeable to 
goodwill’ because it is incurred without the intention of gaining immediate 
results. The eftectiveness of prestige or goodwill advertising is, by its nature, 
more difficult to assess ; its results accumulate over a period. Occasionally, 
however, an immediate effect is noticed which provides some indication of the 
cumulative effect. For instance, customers have commented favourably, in 
conversation with local branch managers, on bank advertisements which have 
a definite local interest in their subject-matter. While it i: true that such 
expressions of approval pay no dividends, it is equally true that banks would 
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THE BANKER 


Balanced 
budgets 


Fe ? 
She housewife: like the Chancellor of the 


Exchequer. calls upon expert advice and assistance in her task of 
balancing the budget. An account at the Midland Bank accurately 
records income and expenditure, and is accompanied by service and 
friendly advice upon financial problems. The payment of rent or 


other regular outgoings can be made by the Bank, while a banker's 


Grimsby Fish Market 


reference establishes a new customer at a store or business house. 


Branch managers throughout England and Wales have noticed with GRIMSBY is a name that today immediately suggests fish, 
but though the place is ancient and indeed was important 
in the days of Edward III (1327—1377), its reputation 
as a great landing port and fish-market is only a century 
old. In 1848 the Manchester, Sheffield and Lincolnshire 
Railway (later Great Central and now L.N.E.) began 
to construct fish wharves at Grimsby to bring North 
Sea fish into direct and speedy contact with the great 
towns and cities of the Midlands and North. 

What benefit and prosperity this development brough: 
to Grimsby may be seen from the growth of its people 
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pleasure an increasing number of women who are taking advantage 


of the wide range of services offered by this modern Bank. 


MIDLAND BANK LIMITED 


he banker's appeal to the housewife is 
e veadable by distinctive typography. 

/ ght al pe faces helf fo form an agree- 
Right) Good illustration and factual 
iforce the appeal to local patriotism 
sing appeal f whose effectiveness 


years after, in 1931, Grimsby could boast of 
a population of 90,000 or more 


n can offen be gained from verb 
ee ee WESTMINSTER BANK LIMITED 
cal ct mers. Head Office : 41 Lothbury, London, E.C.2 
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soon cease to flourish if they lost the confidence of their customers which is a 
prerequisite of approval. 

Other bank advertisements that contain facts of geographical or historical 
interest have provided evidence from another source that they are read and 
approved ; school-children and their teachers, and even education authorities, 
have applied for reprints of these advertisments for use in class. 

The attention given to bank advertisements by school-children is importa it 
not only because many of them are potential customers, but because some of 
them are potential staff; prestige advertising can perform a useful task if it 
aids in finding new recruits of school-leaving age for banking. Their recrutt- 
ment, which is important enough to-day, is likely to become still more impor- 

tant, in view of labour-supply conditions and the age-trend of the population. 
Unless a far more drastic scheme for direction of labour is imposed, every 
industry will consider itself entitled to bid for the pick of the available supply 
of young people-—and advertising is one method of bidding. The obvious 
way to get young staff is to advertise in the newspapers’ Situations Vacant 
columns ; but the obvious is not the only way, nor is it necessarily the best 
way to secure the best recruits; and no banker would deny that quality as 
well as quantity is important here. 

The power of prestige advertising to interest the young is shown by the 
experience of another industry—chemicals. At a certain university, the 
number of candidates for honours degrees in chemistry rose in one term to 
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three times that of the previous term ; and the professor in charge “ found on 
examination of the candidates that this was directly attributable ” to the 
prestige advertisements of Imperial Chemical Industries Ltd.* If bankers’ 
advertising cab convince youngsters that banking is an honourable and useful 
occupation, and not a dry business of ente ring meaningless figures in mysterious 
books, it may similarly influence some of the most suitable among them to 
consider banking as their career. 

So much for the purposes of bank advertising. The means by which its 
purposes can be achieved are also twofold: the subject-matter which is 
embodied in the advertisements—their theme; and the manner in which it 
is presente d—the literary and visual treatment of the theme. 

In an advertisement designed to sell, the choice of matter is relatively 
easy: say what you are selling and (if this is not obvious) why the reader 
sheald buy it. In a prestige advertisement, the scope is much wider and the 
choice of theme and treatment are correspondingly much more difficult. 
Banking touches life in general, and industrial life in particular, at so many 
points that the argument can be started quite logically with almost any 
subject and thence be led round, by no very devious route, to the bank. 
Weddings and burglaries, road transport and the china-clay industry have all 
provided subjects for recent Big Five bank advertising. (Here again is an 
indication of the extent to which bank advertising has changed, hes it is hard 
to imagine any of these subjects being mentioned in an advertisement of, say, 
thirty years ago.) 

Since we are all inclined to skim lightly over printed matter instead 
reading it thoroughly, casual impressions are important ; and for this reason, 
if for no other, the manner in which a theme is presented must, in advertising, 
be ranked as important as the theme itself. You may have the most interesting 
facts in the world to relate, but that will avail you nothing if you relate them 
so dully that nobody can he troubled to read. The style in which the “ copy ” 
is written is therefore important ; indeed, it should not be “ copy ” --the 
strange jargon of the hack advertising-man— but good plain English, presenting 
a message clearly, briefly, interestingly and convincingly. To some extent, 
choice between what is to be considered good and bad will depend on personal 
taste. To be told that, as a customer of a certain bank, you will “ have at your 
disposal the manifold facilities of a Bank with a nation-wide organization 
built upon more than a century of peor nce ’’ may or may not be preferable 
to being told, as the custonier of another, that “‘ over a century of experience 
is available through any one of i,800 and more branches of the Bank ”’ ; this 
is a matter of opinion. But opinion cannot disguise the fact that the first 
phrase uses twenty-two words and the second only eighteen. 

The visual (as distinct from the literary) treatment of the advertisement’s 
theme is also important. The reader buys a newspaper because he wants to 
read the news, but it is the task of the advertisement-designer to ensure that 
he reads your advertisement, whether he wants to or not. To this end the use 
of illustration is a major aid. The big banks can afford to commission work 
from the ablest conte mporary artists, and in the last few years they have 
shown an increasing tendency to do so. The clear crisp lines of Edward 





* Ouoted by Mr Sidne v Rogerson, public ity director, ..C.1., ina letter to Printing Review, 
1945. 
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invites you to consult the 




















Manager of your local branch 













Today there is no need to think twice about the advantages 
of a banking account 

By opening one with National Provincial Bank you not 
only simplify your monetary affairs but also have at your 
disposal the manifold facilities of a Bank with a nation-wide 
organisation built upon more than a century of experience. 


Enquiries welcomed at any of the numerous Branch:s of 


NATIONAL PROVINCIAL BANK 


x<timitte 


whether you are a customer of 
the Bank or not. He will always 
be ready to explain how helpful 
is the wide range of services 
offered by the modern bank. 
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Bawden's woodcuts in the 1920's have been followed, not unworthily, by the 
fashionable figure drawing of Francis Marshall and the richly detailed illus- 
trations of Eric Fraser, as well as much good work that remains anonymous. 

At the same time, it would be rash to think that ‘Add one illustration ’ 
is an unfailing recipe for the production of a successful advertisement. The 
appearance of an advertisement is affected not only by the illustrator but by 
the typographer. In the days when bank advertising showed its first signs of 
vitality, the typographer was usually a printer, or worked for a printing 
house ; to-day he is more likely to work in an advertising agency. It is he who 
decides what kind of type-face the advertisement shall be set in, and the size 
and spacing of the headline, the name and the other component parts from 
which it is made up. To be read, the printed word must be as legible as 
possible—which means not only that it must be large enough (the most obvious 
requirement), but also that it must be set in lines of appropriate length, with 
the right amount of white space between them; and that italic or bold or 
capital letters must be used to best advantage to give emphasis where required. 
In advertisement typography the passive virtue of readability is not enough; 
the choice and layout of type-faces have an active contribution to make to 
the attractiveness of an advertisement. 

There are, of course, more ways than one of attracting attention. The 
loudest voice does not always carry farthest. Among a discord of shouts a 
whisper may be the easiest sound to hear ; and in this fact lies the justification 
for the quiet dignified style in typography and layout that suits the English 
temperament and the status of banking. 

It may be argued that the technicalities of advertising concern only the 
professional advertising man, but the argument is fallacious. Bank advertise- 
ments are the representatives-in-print of everyone engaged in_ banking; 
everyone should therefore be able to look at them intelligently ; - and to the 
intelligent onlooker a knowledge of the rules of the game is as necessary as it 
is to the plaver. 
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An Approach to Bank Costing 
By H. C. F. Holgate 


VERYTHING points to renewed interest in the desirability of costing 
Febank operations. Salaries are rising steadily, suitable new entrants are 

not coming forward in sufficient numbers, replacements of machines are 
difficult to acquire, low interest rates and investment yields are narrowing 
profit mé irgins, and taxation is unkind. Either revenue must be increased o1 
expenses reduced. This choice affords the strongest possible reasons for 
enquiry whether the various revenue items cover existing costs, and, if not, 
whether those costs can be cut. 

Cuite apart from the traditional operations of banking, there is a growing 
tende ncy to add to the number of services which banks undertake for their 
customers. Many of them are comparatively recent innovations, the most 
recent being the work done under the Exchange Control regulations. Even 
those services which the banks have now provided for a number of years for 
little or no reward (such as the provision of credit information for business 
firms) have become more expensive to perform, if only by reason of the increase 
in salaries and postage charges and the highe r cost of stationery, ete. To 
arrive at these costs it is not, of course, possible to adopt exactly the same 
approach as, say, a works accountant would adopt, although the basic prin- 
ciples do not differ much whether the costing is of an office or a factory. 

Broadly speaking, bank costs are not greatly influenced by the “ rate for 
the job’ factor in remuneration of employees. It is true, of course, that a 
certain banking education and experience is required for the position of, say, 
branch security clerk, but, even so, a clerk in one branch may be doing the 
work at a salary of £400 per annum, whilst another branch has a clerk at a 
salary of {600 for similar work. Similarly, wide differences are found in the 
salaries of cashiers, ledger keepers and so on. Managers’ salaries vary prin- 
cipally with the size of the branch, but even here there are disparities. A 
retiring manager may have earned considerably more than the incoming 
manager, while there may be cases in which an incoming manager is on a 
higher salary than a younger predecessor whose departure is due to promotion. 
There is a general tende ney, of course, for salaries to increase with age and 
seniority in the service, and there is a higher degree of correlation between 
salaries and ages than between salaries and types of duties, particularly in the 
junior ranks of bank service. 

Since the policy of the banks is clearly to graduate salaries according to 
age and seniority for the major proportion of the staff, the proper costing 
expense in labour of a job or a branch must be on a “ unitized’”’ basis. For 
example, to investigate cost ratios of difierent branches, it is necessary to 
charge each branch, not with its actual staff costs, but with average staft costs, 
calculated on a unit basis, for the bank or branch network as a whole. With the 
total number of staft as divisor, the totai salary bill as the dividend, the quotient 
would be the cost of one unit of staff. And a branch would be charged with 
the appropriate expense per unit of staff employed rather than with its actual 
salary bill. 








+§ THE BANKER 


The special purpose of the cost enquiry must be kept in the forefront of the 
investigation. For example, is the object to discover (a) the cost of maintaining 
a branch or branches according to location; or (6) the deviations in costs 
between the modal and non-modal sized branch; or (c) unit costs, i.e., the 
costs of performing particular operations ; or (d) the variations in costs between 
manual and “ mechanized’ branches ; or (e) the possible savings accruing 
from the introduction of mechanical aids such as adding-listing machines : 01 
(f) the expense of internal audit and inspection ; and so on. 

[t is rarely necessary on these accounts to distribute Head Office overheads 
as expenses. Generally speaking, nothing is gained by so doing. The real 
object of costing is to ascertain something that is not already obvious from 
the branch accounts, and to observe changes in its magnitude. Head Office 
expenditure is almost always irrelevant to these considerations. 

There is, in any case, a real practical objection to distributing all the 
overhead charges ; such a distribution requires certain arbitrary assessments 
and often perplexing decisions—decisions frequently remote from the imme- 
diate objective. for example, suppose that in any one year a special adver- 
tising campaign directed to, say, farmers, is followed by an increase in the 
business attracted to branches in country districts. Is it correct to load the 
profits of all branches with a part of this advertising expense or should it be 
charged to farming branches only ?» And where is the line to be drawn between 
farming and non-farming branches ? Can a farming branch, in fact, be defined : 
there is a type of branch which is half-farming, half-industrial. How does one 
distribute the expenses of the Exchange Control Department, or the Exhibition 
Stand at an Industrial or Export Trades Exhibition ? In any case, is the final 
settlement of a multitude of such teasing problems of any value when the 
objective is merely to compare the cost, for example, of inter-branch transfers 
over a series of branches or of changes over a certain period? An ad hoc 
enquiry of this kind can certainly vield useful results without a full distribution 
of the overheads. 

German experience in the field of cost accounting confirms that in a bank 
the distribution of, say, the expenses of general management over the item 
costs of jobs such as cheque collection is not desirable. This view agrees with 
the opinions expres ssed at the inaugural meetings of the Accounting Research 
Association in 1937, when Mr. R. S. Edwards was reported as believing that 
prime costs are the only things that matter, and exhorted accountants to con- 
centrate upon estimating such variations in costs as may result from an 
expansion and contraction of output. 

[t has already been suggested that in one special case Head Office expenses 
should be distributed in defiance of this ruling, for that would be the effect 
of employing the unit basis for calculating branch salaries, whether of clerical 
staff or of general management, and of dividing the total cost by the total 
number of staff on the books of the bank. In effect, then, each branch is 
bearing a fraction of the overhead charges, the fraction represented by the 
salary bills of the “‘ overhead ’’ departments and services. Perhaps the salaries 
of the General Managers may seem somewhat remote from the branch costs 

(as distinct from total costs) of clearing a cheque or posting an entry ina 
customer's current account, but it must be clear that the policy of the bank 
can be determined only by the highest officials at Head Office; and the 
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decisions arrived at have a bearing on local costs. But there are often more 
specific links. For example, in the early stages of the war, the general manage- 
ment was obliged to devote much of its time to deciding the appropriate 
procedure for all manner of small tasks, even those of a routine nature, for 
much depended upon the smooth working of banking in a time of marked 
abnormalities. 

On this question of staff expenses, it may be suggested that the unit basis 
of cost accounting might proceed even more meticulously. Suppose a staff 
comprises one manager, two cashiers, and four “‘ other ranks’. To cost such 
a staff, special ‘‘ average unit costs’ for managers, cashiers and others might 
then be established by dividing the total of all cashiers’ salaries by the number 
of cashiers, and so on. But caution is suggested here; reliance on the unit 
basis for the one manager may be unassailable, but two units of cashiers’ salaries 
may not be accurate if closer enquiry shows that there is really not quite 
enough work for two cashiers, and one of them, in fact, does security work ; 
or perhaps, although two cashiers are fully employed, the services of a third 
are often needed, so that the four “ other ranks ”’ include a clerk specially 
selected for his ability to perform the functions of a cashier at peak periods. 
In other words, before embarking upon ambitious or highly refined analyses, 
it is well to bear in mind that complete accuracy is unattainable when some 
of the factors are only approximations. The chosen objective will naturally 
determine the use of the data and the nature and degree of necessary adjust- 
ments. For example, the item of Rent is taken just as it is when ascertaining 
the cost of running a branch in a given locality. A heavy premium by way 
of rent may be the prime cause of a profitable extension of clientele, and in 
such a case will therefore be a function of branch profitability. It is not, 
however, an item to be taken into account when ascertaining unit costs, e.g. 
the average cost of cashing a cheque or collecting a dividend warrant. Indeed, 
where the object is to obtain departmental costs—an enquiry such as the 
German banks would delight in—it may be advisable to unitize even rentals. 
In such a case, the factor to be found is pounds annual rent per square foot 
of floor space occupied in a group of branches. To enquire into the costs of 
the several departments—say, (2) book-keeping, (b) cash transactions at the 
counter, (c) overdrafts, loans and securities, (d) stock exchange, income tax 
and other business—this notional rent would be allocated according to the 
footage occupied by each department. On such a basis, the departmental} 
expenses could be ascertained for the whole group, for certain selected branches 
in the group, or for an individual department in any one branch. 

Cost ratios may easily be rendered unreliable if expenses which are not a 
function of a branch’s operations are nevertheless imposed upon it by some 
arbitrary decisions reached by Head Office. For example, it is obviously 
proper that repairs and renewals of office furniture and fittings should be 
charged to the running expenses of the branch; yet, on the other hand, the 
amortization of that part of the expenses of rehabilitation after war damage 
which are not recoverable from the War Damage Commission should be a 
Head Office charge distributed—if there be need to purify costing to that 
extent—over all branches in some logical proportion. It is for similar reasons 
that the unit method of allocating staff salaries is desirable ; for instance, 
when a highly paid member of the staff is exchanged for another and lower- 
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SABE 


THE BANK 
IS INTERESTED 


It is interested in its customers, in 
their affairs and in their business ven- 
tures; it is ready, by direct assistance 
and friendly counsel, to help those 
affairs forward, for it recognises that 
the prosperity of the Bank is to be 
found in the prosperity of its customers. 
It is, therefore, good business to keep 
in touch with your Bank. The Manager 
at any branch of the Westminster Bank 
will be glad to discuss with you any 
problem in which the services of the 


Bank can usefully be employed. 


WESTMINSTER BANK 


LIMITED 
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paid member (simply because, for example, the change is likely to assist a sick 
man to rebuild his health) there is no logical reason why the branch the salary 
pill of which is arbitrarily increased should be debited with special salary costs. 
This argument derives added force from the fact that unit salaries can be 
ascertained with a minimum of trouble. Again, although for certain objectives 
there is a case for dispensing with a full-scale distribution of Head Office 
overhead expenses, allowance must be made for the fact that some Head 
Office Departments are run at an expense determined almost entirely by the 
needs of the branches. For example, the whole cost of cheque-clearing must 
include both the branch’s own expenses plus some share of the running of the 
Clearing Departments at Head Office. 

Enquiry into item costs should, preferably, be initiated individually at 
the branches. To ascertain the cost of clearing a cheque it is necessary to know : 


(a) notional salaries of those employed on this work in the branch. 
This may involve an allocation on a time basis between the 
remittance work of one or more clerks and the other work they do ; 


(5) notional rent of space occupied ; 


(c) proportion of materials, machines, rates, heat, light and all other 
branch expenses applicable to Clearing ; 


(d) Head Office item charge (ascertained separately by the Chief 
Accountant) as an addition to branch costs. 


To check accuracy and completeness, the work of all departments should, 
if possible, be costed simultaneously, so that the total of all the costs of the 
branch, notional or actual, can be arithmetically proven. 

As a preliminary to the full costing system which may be developed in 
the future, a tentative set of forms should be devised that will enable the Chief 
Clerk at the branch to satisfy himself as to (a) the distribution of his branch 
expenses between the several departments, showing first how his “ notional ”’ 
expenses are allocated and’ secondly how the actual expenses shown in his 
Expenses account differ from these “ notional’’ expenses (i.e. average expenses 
throughout the bank); a “‘ Cost Reconciliation ’’ account should be opened 
in each branch to which this difference is transferred; (5) the unit costs of each 
operation. Only the final results, viz. the average cost of each cash transac- 
tion, of each cheque cleared, of each branch transfer item, of each letter sent, 
etc., should be reported to Head Office, where the Chief Accountant knows the 
on-cost where applicable. This would give a set of comparative figures, and 
deviations would then be the subject of further enquiry. Trained observers 
from the Inspection Department could then check the calculations of deviating 
branches to correct possible errors and report on special circumstances. 

Most banks have at some time or another worked in isolation on some of 
these problems. It is to be hoped that in the future a consultative committee 
may be formed to pool experience and share knowledge gained. Such an 
enlightened step would enable the banking system as a whole to delineate a 
policy of economical routine and adequate charges for services which at present 
the public takes for granted should be provided at rates that are in fact un- 
remunerative. Branch officials, too, would be better informed and take a 
greater interest in watching expenses, especially where their costs show that 
their branch is wasteful as compared with the average. 














Before the war, the French banks had co-operated to form a “‘ Comité 
Permanante d’Organisation Bancaire’’, whose function it was to examine 
office systems and machines likely to be useful to banks. This Committee's 
findings were circulated to all subscribing banks, and the effect was to rationalize 
enquiries of this kind and reduce the expense of individual research. It even 
standardized the sizes of envelopes used by the banks, thus economizing on 
stationery expenses. 

Of course, a policy of exchanging information on such a confidential matter 
as bank costs is likely to encounter opposition. A schematic representation of a 
suitable approach to bank costs was published in Germany in 1934,* and most 
of the early full scale experiments in bank costing were undertaken by the 
Deutsche Bank and Discounto Gesellschaft. This bank, and others, were 
always ready to discuss costing problems; in some cases they lent staff to 
other banks to assist in installing costing schemes. Yet so many banks declined 
to allow outsiders to examine the intimacies of their expense accounts that 
the exchange of information was by no means universal. It is interesting to 
observe here that German banks were not altogether satisfied that the results 
of one bank’s enquiry were validly comparable with the results achieved by 
other banks. On this point a German banker some years ago pointed out in 
private correspondence that “it is difficult to compare the results, even if 
everybody is ready to do so, as the calculated figure depends very much on the 
organization of the bank, on the average age of the staff, the different condi- 
tions in different towns, and so on ’’—considerations which are, of course, 
generally applicable. 

Even if exchanges on a comprehensive and detailed scale are not desired, 
by reason of the necessity of secrecy or because the validity of comparison is 
open to question, there still seems good reason for pooling information on certain 
aspects of bank charges. Before the war, one Local Centre of the Institute of 
Bankers devoted an evening to the discussion of bank charges, and it was 
interesting to notice that no basic principles of charging were proposed at the 
meeting except, as the chairman of the meeting put it, ‘“ You should not make 
a charge unless you are prepared to justify it”. This side-steps the point 
that there are no published justifications for any charges and there cannot be 
until each service is costed. The pre-requisite of any serious approach to the 
whole problem surely is to decide which banking services are to be free of 
payment, and which should be paid for. If it is thought that a customer 
should be able to call and inspect his account from time to time free of charge, 
would this gratuitous right include the preparation and transmission of a copy 
of the account—the customer’s statement ? If not, would the distinction be 
based on the extra work involved, and how would the expense of this be com- 
puted ? Most problems of bank charges can in principle be reduced to such 
simple terms as these. But thus to reduce them the banks as a whole must 
first determine which services are an inevitable part of the banker-customer 
relationship and, as such, will be provided free, and which are extraneous 
services for which payment should be made. The calculation of costs can then 
proceed. 

















* Die Moghichkeiten emer genauen Selbsthostenberechnung im Bankgewerbe und ihre Auswwhang 
auf die Rentabilitat by Hans Rummel, 
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International Banking Review: 


Argentina 
HE Central Bank resumed quotations for sterling at the beginning of 
T september. It also announced that it would consider applications for 
import permits. The rates quoted are the same as those ruling before 
their suspension after the British convertibility decision. 

Shipments of canned meat to Britain have been resumed after they had 
been discontinued in order to promote British overtures on the subject of 
sterling convertibility. It is thought that an attempt to market such meats 
in the United States may be made if the British response is unfavourable. 
Shipments of frozen meat to Britain have not been aftected. 

The Argentine Finance Minister has disclosed that negotiations are pro- 
ceeding between the Argentina Government and the holders of the “ Roca” 
bonds—the 4 per cent. loan of 1933—with a view to refunding the loan. 


Australia 

The Prime Minister reviewed the country’s external payments position 
in the course of the Budget statement in the Australian Parliament. Australia 
would do her utmost to increase exports to Britain and reduce imports to a 
level at which they would be paid for by exports. If possible there are to be 
no new restrictions upon sterling imports, but imports costing dollars are to 
be drastically reduced. 

Mr. Chifley has also announced that the Government has decided to drop 
the gold tax to stimulate a quick increase in the amount of gold produced 
for sale to Britain for conversion into dollars. All current gold ‘output is now 
being turned over to Britain for sterling, the plan to build up an Australian 
gold reserve for use in time of depression having been shelved for the time being. 

The Budget for 1947-48 provides for the abolition of the war-time company 
tax to leave profits in the year ended on June 30 last free of this impost. The 
gold tax has also been suspended as from the third week of September. Expen- 
diture for 1947-48 is estimated at. £427 millions and revenue at £397 millions. 
The gap in Government income and outgoings is expected to be closed in part 
by collecting large arrears of taxation, currently estimated at £40 to {£50 
millions, and in part by loans estimated at £30 millions. 

The Australian Labour Party has en lorsed the decision to nationalize all 
Australian private trading banks and the main features of the Cabinet’s plan 
have now been outlined. Private banks will be prohibited from carrying on 
banking business in the Commonwealth and the Commonwealth Bank will be 
empowered to take over business at present conducted by private banks. 
Businesses will be acquired by agreement with the bank concerned or, failing 
agreement, by compulsory acquisition on just terms, or by the compulsory 
acquisition on just terms of the assets in Australia of the bank concerned. 
Failing agreement, the parties may require the Commonwealth Bank to refer 
their claim to a F eder: il Court of Claims to be established. 

The Commonwealth Bank will be required to conduct its business without 
discrimination except on the grounds appropriate to normal and proper 





* Other current international banking news is discussed in ““A Banker’s Diary ’’, on pages 1-8. 
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conduct of banking business and to observe, except as otherwise required by 
law, the practices and usages customary among bankers, particularly with 
regard to the non-disclosure of information relating to the affairs of customers, 

The Prime Minister has stated that the proposed legislation was designed 
to ensure that the change-over could be made without any disruption of the 
banking facilities now available. 

The Chairman of the Associated Banks has challenged the Prime Minister's 
claim that the trading banks refused to co-operate in carrying out proposals 
made by the Commonwealth and State governments for dealing with the 1931 
economic crisis. 

In view of the proposed nationalization of the banks (for editorial comment, 
see page 7), action has been suspended on the plan to merge the Bank of 
Australasia and the Union Bank of Australia. 


Belgium 

A new monetary agreement concluded between Britain and a Belgian 
financial delegation provides for the suspension of the transferable account 
facilities agreed with Belgium at the end of February. Settlements outside the 
sterling area are in future to be controlled by the monetary authorities in each 
country and the acceptance of sterling from third countries will be restricted 
to sources to be agreed between the two countries. Both countries agree to 
sell or purchase, as required, the currency of the other in connection with 
current payments between Britain and the Belgian monetary area. Belgium 
agrees to accumulate, if necessary, up to {27 millions of inconvertible sterling 
during the next two years. Britain, for her part, will accumulate Belgian 
francs to the equivalent of £12 millions should this be required. 

The National Bank has raised its discount rate to 3} per cent. It is stated 
that it is maintaining a vigilant policy to avoid the formation of speculative 
stocks and to encourage the repatriation of Belgian funds from abroad. 

In a report submitted to Parliament, the Finance Minister indicates that 
the Belgium franc is now in a fundamentally sound position both internally 
and externally. It is regarded as essential that the benefits gained should 
not be lost by lax methods in the monetary sphere. 


Canada 

The Finance Minister has made it clear that the arrangement with Britain 
whereby 50 per cent. of the favourable balance of trade with Britain is met 
from drawings on the Canadian credit to Britain and the remainder in gold 
or U.S. dollars has not been altered by the British decision to suspend free 
convertibility of sterling into U.S. d lollars. If Britain can furnish the necessary 
gold or U.S. dollars, ‘there should be no difficulty about Anglo-Canadian 
payments until the late autumn of 1948. He has indicated that Canada 
cannot establish purely bilateral overseas payments arrangements. 

The Foreign Exchange Board now expects to have to supply 1,200 millions 
of U.S. dollars during 1947, of which $goo millions will be in respe ct of the trade 
deficit, $200 millions for earnings of U.S. investments in Canada and the 
balance for adverse balances in respect of shipping freights and other items. 
To meet this Canada hopes to draw $350 millions from Britain, $150 millions 
from the tourist traffic, $100 millions from gold sales to the United States, 
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and $50 millions from trade with Latin and South American countries. This 
would leave $550 millions to be covered from Canada’s dollar reserve which 
started this year at $1,245 millions. 

Price ceilings have been removed from approximately 75 per cent. of 
controlled goods and services, while subsidies have been dropped on all decon- 
trolled goods including the domestic flour subsidy, and subsidies on imported 
cotton, hides, skins, corn and soya beans. The only restricted items now are 
rents, meats, sugars, fats, oils and most grains. 


Denmark 


The U.K. delegation which visited Denmark to discuss new trade and 
payments arrangements failed to reach an agreement. The principal stumbling- 
block was the Danish claim for materially higher prices for sales of agricul- 
tural produce to the British Ministry of Food ; the gap between the prices 
asked and offered was wider than on previous occasions. The negotiations 
are to be resumed in London this month, when the future of the U.K. krone 
balance will also come under discussion. 

Meanwhile the Danes are reported to be toying with the possibility of 
making a barter arrangement with the Russians for the supply of Danish 
butter against Russian rye and barley. Hitherto the development of trade 
with Russia has been impeded by the Russian request for credit facilities. 


Egypt 

After discussions in Cairo had yielded no agreement, talks took place in 
London, with similar lack of success, about Egypt’s claims to draw dollars from 
the pool on the same scale as when she was a member of the sterling area. 
The country has made no serious effort to reduce dollar imports, yet is now 
broaching the question of re-joining the sterling area. 

The Finance Minister has stated that the United States is undertaking to 
increase the import quota of Egyptian cotton, while cotton exporters are 
being promised that they may use 20 per cent. of any dollar exchange proceeds 
in dollar purchases at their own discretion. 


Finland 
The negotiations between a Finnish financial delegation and British 
Treasury officials in London on the situation arising out of the suspension of 
sterling-dollar convertibility resulted in an arrangement which is officially 
described as being “‘ as satisfactory to both sides as present circumstances 
permit’. It is presumed that Finland has agreed to accept a certain propor- 
tion of inconvertible sterling for the expected export surplus to Britain. 


France 


A new committee, headed by the Premier, M. Ramadier, has been set up 
to propose measures to combat inflation and the rise in prices. 

The decision to make big cuts in dollar expenditure has necessitated a 
sharp reduction in the bread ration, while the basic petrol ration for motorists 
has been abolished. The food cuts and the rise in prices are giving rise to 
considerable unrest in the country. 

The “ Banque Frangaise du Commerce Exterieur,” an official trade promo- 
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tion institute, has now received its statutes. Only State-owned or controlled 
institutions have the right to become underwriters to the bank. Its objects 
ire to finance import and export operations by acceptances and credits, to 
seek loans in francs or in other currencies, to encourage foreign trade, to 
establish trade information services and agencies, to provide capital for the 
French foreign trade insurance company, and to handle overseas financial 
operations, purchases and sales on behalf of the State. 


Germany 


Agreement has been reached between Britain and the United States for 
joint Anglo-American control of the Ruhr coal mines, but no agreement 
could be reached on the question of nationalizing the mines. Britain has 
asked for a review in October of the economic fusion agreement under which 
Britain and the United States share equally the cost of running the combined 
zones in Germany. The request results from the impossibility for Britain 
»f continuing the present rate of dollar expenditure on Germany. 


Holland 


A semi-official Dutch “ recovery’ bank is being established by institu- 
tional investors, private banks, etc. The initial capital is to be Fls. 15 millions, 
but this is expected to be increased later. The object is to make participations 
in under-capitalized enterprises to enable them to increase their productivity. 
More than half the capital of the Dutch “ recovery ”’ bank is already invested 
in the form of recovery loans to industry and it is expected to require additional 


capital shortly. 


The Netherlands Bank has announced that application can now be made 
for the unfreezing of securities blocked under the British Trading with the 


Enemy regulations. 


The Netherlands Bank has published the total of money in circulation, 
including bank money, for the first time. 
millions, which compared with Fls. 6,713 millions in March and F's. 6,579 


millions at the end of 1946. 


India 


The end-June total was Fls. 6,950 


It has been officially indicated that India does not expect that new sacrifices 
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will be demanded of her as a result of the sterling area drive to reduce dolla 
expenditure. It is pointed out that imports have already been cut to the 
bone and food imports cannot be further reduced without exposing the country 
to famine. 

Sterling transactions were brought under official control as from the 
beginning of September. Authorized dealers must obtain official permission 
before making individual purchases of sterling area currencies in excess of 
{1,500 other than purchases against exports and purchases of sterling from 
bank branches for the purpose of creating rupee funds in their accounts. 
Authorization must also be secured for making rupee payments in excess of 
{1,500 from accounts of sterling area bank branches, including London offices 


Italy 

A Franco-Italian commission has been set up to study a proposed customs 
union between the two countries. The mixed commission will examine whethe1 
such a union would be a step towards participation by the two countries in 
the larger European customs union discussed by 13 members of the European 
committee at Paris. 

A Swiss financial group has agreed to supply funds for the erection of 
electric power stations in Northern Italy. In exchange electric power will be 
supplied to Switzerland. 


New Zealand 


The Finance Minister has stated that New Zealand does not intend to 
follow the Australian lead in nationalizing the banking system. Having 
bought shares in the Bank of New Zealand and taking into account the control 
exercised over banking through the State-owned Reserve Bank, the Govern- 
ment does not consider further action necessary. 

Dollar imports are being drastically reduced. 


Roumania 
A new commercial treaty is being negotiated with Britain under which 
Roumania will supply food in exchange for machinery and tools to the value 
of £8 millions to £10 millions over a period of two to three years. 


Sweden 

The Government has given its approval to a proposal by the Trade Minister 
for more severe restriction of imports. The preparation of a definite plan has 
been complicated by inability to conclude new arrangements with Britain 
covering Anglo-Swedish payments after the present provisional arrangements 
(which leave the existing monetary agreement intact except that Swedish 
sterling is no longer convertible into dollars) expire. It is hoped to initiate 
new discussions this month. 


Switzerland 


The Swiss National Bank has ceased to coin and sell to the public Frs. 20 
pieces. The total issued up to the time of this move had a value of Swiss 
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Frs. 1,500 millions, the bulk of which is believed to have been smuggled out 
of the country. An official statement explains that recent currency develop- 
ments in foreign countries have made these coins an instrument of international 
speculation, and that it is necessary to end this abuse in the interest of the 
Swiss export trade. 

The Swiss Confederation is to raise a loan of Frs. 100 millions and has 
reserved the right to increase the loan to Frs. 150 millions if the lists are over- 
subscribed. The loan will run for 10 years and will bear interest at 3 per cent. 
The funds so raised are to be used in part to repay old railway loans. 


Turkey 
The Turkish Government has suspended the sale of gold coins and bars to 
the public. This step is officially attributed to conditions in the world gold 
market. The importation of gold into Turkey is not to be restricted; and 
Turkish imports of essential goods hitherto paid for in gold will not be affected. 


Uruguay 

fhe Government will not submit the Anglo-Uruguayan payments agree- 
ment to Congress for ratification until the convertibility situation has been 
cleared up. 

The Uruguayan Central Bank, which suspended quotations for sterling 
immediately after the British convertibility decision, has resumed them for 
exports to the sterling area only. An official statement has indicated that 
the bank is not prepared to accept unlimited offers of sterling, and local 
exporters are advised to consult the bank in advance. Purchases of sterling 
are being made on the basis of two rates—6.12 and 7.15 Uruguayan dollars to 
the f—and each article exported will have a special rate base dona percentage 
of both exchange rates. 

The Uruguayan Government and the Bank of the Republic have given a 
joint guarantee of commercial bank deposits in the country after a run on the 
banks stimulated by rumours concerning the Banco Popular del Uruguay. 

The Bank of the Republic recently reduced its rediscount rate from 4} 
to 34 per cent. in connection with a plan to prevent an expected deflation 
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4 History OF SAvINGs BANkKs. By H. Oliver Horne. (Oxford University 
Press, 407 pages, 18/-.) 

The gradual development from small beginnings of Britain’s financial 
institutions provides a fascinating subject for study and the history of Savings 
Banks is no exception.* The late Mr. Oliver Horne has provided, in this 
posthumous publication, a scholarly and detailed history of the social and 
legal development of British Savings Banks, carefully related to the economic 
and financial background of the time. It is, moreover, a very readable book 
-on a subject about which little has been written during the last half- century. 

The savings banks originated, as readers of THE BANKER will recall, from 
the spread in Great Britain, during the period of the French Revolution, of 
new ideas and new projects for improving the social condition of the poor. 
They gradually developed during the Napoleonic Wars from semi-charitable 
parish benefit clubs to substantial institutions such as the banks of Edinburgh 
and Southampton ; and in 1817 the first Savings Bank Act was passed, again 
through the efforts of the veteran George Rose, sponsor of the first Friendly 
Societies Act (1793). “‘ If Dr. Duncan is the real father of Savings Banks’’, 
we are told, “‘ the Rt. Hon. George Rose, M.P., is the father of the Trustee 
Savings Bank system as it is now known—that is to say, the system under 
which boards of honorary trustees and managers are responsible for the 
management of local savings banks and are brought into touch with the State 
by investing their funds with the National Debt Commissioners’. Of Dr. 
Duncan, usually regarded as the founder of savings banks as we know them 
to-day, it is related that, “ after a period at St. Andrew’s University . . .(he) 
was found an opening in Heywood’s Bank at Liverpool. He seems to have 
shown few signs of making a good banker, was careless and displayed a ‘ dis- 
tressing want of ambition’ ”’ 

Many of the early savings banks received considerable assistance from the 
large private and joint-stock banks, which allowed them generous interest on 
the funds deposited with them. The funds of the West Calder Friendly Bank, 
founded in 1807, were “ lodged with two Edinburgh banks which allowed 4 per 
cent., compounded half-yearly”. Of Dr. Duncan’s bank at Ruthwell we read 
“the generous rate of interest was made possible by the co-operation of the 
British Linen Company which paid 5 per cent. on the funds of the savings bank 
banked with it”. The Edinburgh Savings Bank worked in close touch with the 
banking firm of Sir William Forbes and Co. 

The philanthropic aspect of savings banks was prominent in the early days. 
The most striking example of this was the Hull Savings Bank which, founded 
in 1818, had nearly £170,000 of funds after ten years. 

‘The surplus funds continued to grow and in 1830 the trustees decided to take the 
original step of using part of the accumulated surplus to start a school ‘ for educating at a 
cheap rate a limited number of boys, children of depositors or boys being themselves 
depositors’ . . . This school, the only Savings Bank school, closed in 1851, following dis- 
cussions with the National Debt Commissioners. It was an interesting experiment at a 


time when freedom to experiment in methods for encouraging thrift was less circumscribed 
than at present, and when the education of the poor was dependent on voluntary initiative’. 





_ * As readers of the reviewer’s own authoritative articles (in Tort BankkErR for May and June 
ast) will have discovered.—Ep. 
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For a long time the development of savings banks was by methods of trial 
ind error, as is shown by the large number of amending Acts, gradually building 
up a satisfactory system with adequ: ite safeguards. The search for security 
was long and difficult. Although funds paid over to the National Debt Com. 
missioners were safe, the acoumney of any sums not so paid over depended 
primarily on the honesty of the bank managers; for a long time checks and 
audits were not adequate. Some serious frauds occurred, the most important 


being at st. Albans in 1835, in Dublin in 1848, and in Rochdale in 1849. The 
failure of the Rochdale Bank benefited another great movement, for the Roch- 
lale Pioneers had comm rem operations five years earlier and this Society 
quickly became the popular loc . channel for the investment of savings. This 
preference for the Co-operative Society rather than the Savings Bank is still 


‘to-day in kKochdale ee some other Northern towns. 


1 


Doubts about the security of the savings banks coupled with the fact that 


large towns and larg ‘as of the country had no savings bank at all, while 
nany of the banks opened only once a week or even less frequently, brought 
forward renewed proposals for a National Savings Bank operating through the 


Post Office. The schem« proposed by Mr. (afterwards Sir) Charles W. Sikes 
of the Huddersfield Banking Company, was adopted with some modifications 
and formed the basis of the Post Office Savings Bank, established by Gladstone 


n Idol] 


Che Post Othce Savings Bank Act, which Gladstone afterwards regarded as one of the 


ix Major measures of which he was most proud on the criterion of ‘achieved results ’, re 
eived the Royal Assent on May 17, 1861 . . . Edwin Chadwick, the Poor Law reformer 
applied to it Peel’s cynical aphorism that it was ‘ so thoroughly good a measure, he wondered 
how it ever pass Seldom has a major reform been inaugurated with such a chorus of 
approval and with better prospects of success. The demise of the old Savings Banks was 
freely prophesied, by some with regret oy others almost with satisfaction. They were 
clearly faced with the most critical struggle of their history—a struggle for survival 
lz & 48 . . 2a l j 9 . ve nwo ~~ Te ; 1 — : : 
But the Trustee Banks had some advantages which no Nationa! institution 
ould have. They were supported by local patriotism; there was a more 


\ 
personal contact and understanding between the depositors and the manage- 
ment. The Trustee Banks specialized in Savings Bank business, which was 
only one of many duties of a Postmaster and, for a time, the Trustee Banks 
could ofter a slightly higher rate of interest. Some banks, it is true, decided to 


close, among them the Birmingham Bank. For this, ‘‘ some of the provincial 
newspapers ... soundly rared the Birmingham trustees for their timidity and 
lack of public spirit’. The absence of a local savings bank led eventually to the 


establishment of the Birmingham Municipal Bank in 1916. 

The establishment of the Post Office Savings Bank was undoubtedly res- 
onsible for small set-backs to the Trustee Banks in some places, but in the 
aggregate it had very little effect on the total funds of the older banks. Some 
years later, in fact, the actuary of the Liverpool Savings Bank, giving evidence 
before the Select Committee of 1888, said: ‘‘ I attribute a great deal of the 
success of thrift, especially in Liverpool, to the establishment of the Post 
Office Savings Bank, which affords a healthy competition ” 

Mr. Horne draws attention to the fact that Savings Banks have been rele 


tively immune from the repercussions of financial crises. The failure 
Overend, Gurney and Co., in 1866, and of the City of Glasgow Bank in 1878, had 


little effect upon them. Even the outbreak of war in 1914, the financial criss 
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of trial of 1931, the Munich crisis of 1938, and the start of the ot | World War in 
uilding 1939 caused only comparatively small and temporary increases in withdrawals 
curity The First World War caused something of a revolution in small savings 
t Com- The old limits to deposits were too cramping with the high wages being earned 
ended on all sides, while the Government was anxious to secure investments of even 
ks and small amounts in War Loans. Mr. Horne gives in detail the story of the 
yortant Montague Committee and the establishment of the National Savings Committee 
». The in 1910. Relations between the 6: rustee Banks and the National Savings 
Roch- Movement were not always friendly at first. 
society i The degree of co-operation varied in different districts. There were plenty oi opps I 
This | tunities for mi sunderstandi ng s. Anentirely new body had entered a field previously occupi 
; —— exclusively by the Savin sanks, and had started forming associations sometimes in lirect 
is stil competition with existin encies 


However, iain came gradually, first between the National Savin 


gs 
e | Committee and the Post Office Savings Bank, and later with the Trustee 
» While | Savings Banks. Mr. Horne was too modest to claim credit in this book for the 
rought great part he himself played, as Secretary of the Trustee Savings Banks’ 
agh the | Association, in bringing about this co-operation and in reconciling some of the 
: | more intransigeant local actuaries to the new order. The years between the 
ae | wars saw the gradual strengthening of the links uniting the three great thrift 
USLUHE 


organisations so that, at the beginning of the Second World War, one united 
National Savings Movement was ready to face the task of raising thousands 
ne of the | of millions of pounds in small savings. 
ults ’, re ‘ : . ; p 
reformer The book contains useful statistical appendices, a short bibl lography (this 
wondered might, perhaps, have been amplified with advantage), and an adequate index. 
horus of ] re } Te : } 7 7 : 
anks wa | “together it is a valuable addition to the rather scanty literature on a subject 
hey wee | Of steadily increasing importance 
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The Issuing House Yeav Book, 1947 (11th Edition) (Day’s Publications and Services Ltd. 
PP. 335, price "30 -) 


een rela The Stock Exchange (3rd Edition). An Introduction for Investors. By H. D. Berman (Pitman, 

ilure of | PP. 124, price 6/-) 

878, had \, Wages, Earnings and Hours of Work, 1914-1947, United Kingdom, Special Memorandum 
0.50, by A. L. Bowley Published bv the Executive Committee of London and Cambridge 


ial crisis Economic Service pp. 16, price 5 
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Appointments and Retirements 


1 


Barclays Bank (D., C. and O.)——-Mr. Anthony William Tuke and Captain Derek Fitzgeraj 
lave been appointed directors of the Bank. 


District Bank—Pournemouth: Mr. E. A. Hill, from Coventry, to be manager. ( 
Mr. E. Dinwiddie to be manager. Harrogate : Mr. N. R. Hamnett to be manager 


Hambros Bank-—Mr. [Jocelyn O. Hambro to be a managing director. 











Lloyds Bank-—-s ivy Committee ; The Committee has been reconstituted and now 

of Sir Austin E. Harris, K.B.E., Chairman, The Rt. Hon. Lord Teviot, D.S.O., M.C 

Sir F. W. B. Cripps, D.S.O., D.L., The Rt. Hon. Lord Lyle of Westbourne, and the followir 
members: Sir Noel Arkell, D.L., of Westhill, Highworth, Wilts.: Mr. R. C. Chambers, of T 
Brewery, Romsey, Hants; Major T. K. Jeans, of Broadchalke, Salisbury; Mr. T. J. Score, 
The Spinney, Wyvke Road, Weymouth; Sir Philip Williams, Bt., of Bridehead, Dorchester 
Head Office Mr. D. H. Turner, manager, Executor and Trustee Department, to be assistap; 
eneral manager (Executor and Trustee). Chief Inspector's Dept Mr. G. T. Child, from Te, 
erd to be an inspector. Income Tax Depi.: Mr. R. H. Brain to be principal on retiremen 


of Mr. R. H. Bayley after 42 years’ service. Staff College : Mr. W. Murgatrovd, an inspector, t 
be senior instructor. Messrs. I. W. Sheppard, from Blandford, H. A. Beasley, from Jersey 
\. R. Richards, from Swindon, S. F. Bould, from Leicester, and T. H. M. Sedgley, from Guildfori 
to be instructors. Executov and Trustee Department, 39, Threadneedle Street, E.C.: Mr. L. Alle 
deputy manager, to be manager. Executor and Trustee Company, Jersey : Mr. C. M. Horne 
Southampton, to be manager. Beaminster: Mr. P. H. Rvall, from Devizes, to be manager 
Blackpool: Mr. R. T. Lewis, from St. Annes-on-the-Sea, to be manager on Mr. F. J. de B 
Suchlick’s retirement owing to ill health. Blandford : Mr. R. W. Ryall, from Beaminster, to 
manager Charing Cross, Birkenhead (also Birkenhead Central): Mr. J. R. Armstrong, MC 
from South Shore Blackpool, to be manager on retirement of Mr. W. M. Parry. Cacam: Mr 
J. R. Curtis, of Cheam, co be manager on retirement of Mr. G. H doy: 3 Exztey: Mr. C. \ 
McDougall, of the inspection staff, to be sub-manager. Finsbury Circus, E.C. : Mr. |. L. Rarsden 
of the inspection staff, to be sub-manager. Gyvrayshott: Mr. D. F. Ecc vant, from St. Ja mes's Street 
S.W., to be manager on retirement of Mr. H. C. Beere. Hebburn : Mr. W. C. Robinson, from 





Billingham, to be manager on retirement of Mr. A. Wait. Henley-in-dvden: Mr. B. E.G.W 
Taylor, from Hincklev, to be manager. —- Road, S.W.: Mr. J. L. Wright, from Finsbur 
Circus, E.C., to be manager. Jersey: Mr. ‘C. Body, from Exeter, to be a su b-manager 
Liandrindod Vi Mr. T. H. Thomas, from fh very to be manager. Low Feil, Gateshead 





Mr. B. L. Smailes, from Middlesbrough, to be manager on retirement of Mr. G. Corbett. St. Aa 
n-the-Sea: Mr. F. V. Jones, from Llandrindod Wells, to be manager. South Shove, Blackpoo 








Mr. R. B. Davis, M.A.. from Blackpool, to be manager. Staines (also Ashfos i M 

Mr. R. B. Young, trom Teddington, to be manager on retirement of Mr. J. G. Eldridge. Stratfo 
-Avo Mr. M. G. E. Stokes, from Henley-in-Arden, to be manager on retireme nt of Mr. K.. 

English. Swindoi Mr. F. B. Alcock, from Sherborne, to ¥ sub-manager. Tenterden — 

R. H. Pepiler, of the inspection staff, to be manager. Upper Norwood, S.E.: Mr. S. E. Nokes 

from Regent Street, W., to be manager on Mr. L. A. W. Webb's re tirement « owing to ill healt, 

Westgate Road, Newcastle-upon-Tyne : Mr. H. Gray, of Westgate Road, Newcastie-upon-Tyn 


to be manager on retirement of Mr. J. Pringle. 


Midland Bank—Lieut.-Colonel F. Leslie Orme, O.B.E., has been elected a member of the 
Board and of the Board of the Midland Bank Executor and Trustee Company Limited. Heai | 
Office Mr. J. Fitton to be assistant general manager. Mr. R. W. Jones, from Swansea, ani 
Mr. P. Leadbeater, to be general managers’ assistants. Mr. H. N. Barber, from Brentwood, t 
be a branch superintendent. Mr. H. W. Sharp to be manager of the Machines department 


London, Overseas Branch: Mr. H. O. Nash to be manager of Documentary Credits dept., and 
Mr. H. M. Banks to be assistant manager of that department. Upper Tooting Branch: M1 
W. A. Talbot to be manager on retirement of Mr. S. Cotsell. Westminster, Victoria Street: Mr 
R. S. Daniels to be assistant manager. Birkdale : Mr. W. G. Clark to be manager. Brentwood 
Mir. N. J. Ogilvie to be manager. Chester : Mr. L. F. Smith to be assistant manager. Hednesford 





Mr. S. T. Carter to be manager on retirement of Mr. E. Marson. Hull, Stlvev Street: Mr 
Mathers to be joint manage1 with Mr. H. I. Loten, of Silver Street, Hull. Auowle Mr. W.G 
Patriss, from Birkdale, to be manager on retirement of Mr. A. D. Lees. Liverpool, Garston 


Mr. R. Burd to be manager. Liverpool, South: Mr. D. C. Edington, from Garston, Liverpool, t 
be manager on retirement of Mr. W. McMyn. Lianelly : Mr. W. Dykins to be manager on retire 
ment of Mr. D. R. Jones. Ludlow: Mr. J. S. Vincent to be manager on retirement of Mr. T.8 


Mills. Lyme Regi Mr. L. F. Fowke from Cullompton, to be manager. Morpeth: Mr 
Holmes to be manager. Nottingham, Bulwell : Mr. L. G. Arnold to be manager on retirement of 
Mr. F. Coy. Sheffield, Wicker > Mr. H. A. Nicholson to be marager on retirement of Mr. RW 
Rosebx , ': Mr. A. W. Knight to succeed Mr. E. B. Saunders as manager. 
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S Banking Statisti 
National Savings 
£ millions) 
Savings Savings 
Certi- Defence Savings Certi- Defence Savings 
WwW Consist ficates Bonds Banks Total ficates Bonds Banks Total 
I.C., M (net) net) (net) {? Small (net) (net) (net){= Small 
lowines 
f 1944! 55-4 20.8 98.0 174.2 1940 1.4 5-5 Sx i2.2 
{] 97.5 -4 92.0 244.5 0.2 4.4 14.9 I9.1 
ae 45.5 5 71.9 135.9 O.4 4.5 12.6 16.5 
' tes 34.9 3.9 60.6 123.4 2.5 4.8 i7.@ 26.5 
3.8 11.0 4:5 120.3 
1045 3 19.8 108.7 172.8 4.2 a 10.6 — 4.3 
I] 28.1 18.1 7.5 327.7 
III 12.5 30.3 99.7 142.1 1947 Jan. a. 4 10:6 4:4 . 33:7 
IV 39.2 87.2 76.4 202.8 Feb. 5.6 Pe 4 $3 25.5 
Mar. 25.4 5.1 - 2.6 27.9 
1946 I 13.2 62.0 120.7 195.9 Apl. 27-7 2.4 - 0.5 29.6 
I] t.0 95.9 36.2 133.1 May 13.6 1.5- 8.7 3.4 
IT] $8.2 a 25:6 49:5 June b.O -— 4.6 — 10.4 =16.0 
Iv 10.8 17.9 11.8 40.5 July .t = 7.7 = 9.0 =t5.6 
\ug. L<9 6,8 I.2 =~ 6.1 
1947s! 20 20.4 27.0 87.1 7 Including Release Benefit Accounts 
IT 40.3 2 19.6 [7.0 from julv, 1945. 
2 Finsbury | Ordinary Revenue and Expenditure 
Year to ord Ord. By Ord Ord A 
Mar. 31 Exp Rev. Deticit | Quarter Exp Re Deficit 
fm. fm. fm. | ‘m ém ém 
nats 808.1* $42 6 25.5 i 1944 I] 1420. 2 604 815.6 
: : ‘ és | {Ti 1523.8 734.0 789.8 
ros 1054.8 927.3 127.5 } rh saci th ie : — 
54 B) ) I 1502.0 654.3 x e 
34 T8090 1049.2 60. 5* | 1045 I 1609.5 1246. 62.a 
1941 3867.2 1408.9 2458.3 | tI 1300.3 611.0 "95-3 
ae ee t cet | Itt 1443.7 750.5 693.2 
42 } 5 2074.1 2701 , LV 1386.2 667 S 718.4 
1943 5023.2 2819.9 2803.3 i 1946 I 1337.4 1253.5 83.9 
1944 5788.4 3038.5 2749.9 ll 902.0 629.¢ 273-9 
ce iis Me I g18.3 712 206 
per of the 1945 6057.8 3238.1 2319.7 L I g19.3 / : sibel 
“er : alee ni : | I\ 861.1 738.6 122.5 
{ea ' eine Oo “re 4 , 
ee — 5474.° g204-5 = 31.90. 5 | 1947 I 1228.9 1261.5 32.68 
Nis€a, ail 1947 3910.3 3341.2 569.1 II 6190.5 540.1 220. 38 
* Allowing for loan expenditure. § Surplus. 
Floating Debt 
Sept. | Aug 23 Aug 30 Si pt Sept 13 
- 1940 1947 1947 1947 194 
Ways and Means Advances im fm fm ni. fim 
Bank of England r.5 9.8 4.8 (i. 4.3 
. Public Departments 39.4 336.9 339.8 309 357-1 
Treasury Bills 
Tender .O 120.0 2190.0 2190.0 2190.0 
Lap as - ! »467 2428.5 2400.4 2492.9 
Treasury deposit receipts S 350 1323.0 1304.0 1206.5 
6633.35 545.1 6256.1 534 R 6347.9 
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Hit FOR CAR HERE 
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f 

Telephone : WHItehall 1511 | a 
| WAR ARS = 
; } in CT: fi a ee ; 
| Telegrams: Economist Newspsper, London | POS <= cERvie a 





Cables : Mistecon, London = ppe-WAR 
SI ee ES ES eenee| a | | 








an... 


STATISTICS 


Y 
7 


C 


ry 
7 


N 


BANKI 


—— 


9 








~ 

4 

eo 

C vr 




















' 
4 , Obvo'Fhy 

{ } 4 M16 

| 10'% | rf 

| rb b OnCc:'Cc 

' 

} »/ ] | ¢ Cy 
1 hg 7tHo 
349 ; OFC bi 

it 
( CH of 
O°’: | bets 
d) Of? 
\ re 
4 } Obi ‘ts 
l 1Gg9't] 
« ‘ 
; tices 
oI ! 
C12“ 
I y1E'E1 
r COC oy] 
g | bho‘ 
| 906" 
i } { 
| ¢ p 2 
1 c¢t 
| ) . 
be 


tN emaeman, 


TER A ee see 





“SONMIOOSEY SidHUR, qSi3Ug JO ssequrour [re Surpujpouy , 


c . ie 
i thh‘606 





VLOT 












































i | 
t°6z | gbr‘tgz | 9°62 | oon'car 
y ) | leotl/ Lo. zh6‘o "SOFT PUS [er WIT Si 
| 2 4 zhO‘o, =f jerouvuy sat ? 
ror j | 2014 ae | /¢> IUTUY 19UIO “bz 
4 e 4 | 4£eecg HOI 4904S tr 
So'ri / “ts 5 ft 
I | é j 11 i 0 
eb 
+ an oO ie 6 fi* { {Clo 
we ) r - Io: 3 667'Oy 
/ yizritry O's rho‘ls | ) | Szo‘of 
| I 
oC rot ‘ 
SL‘ 7R$‘9g ORO Wozyepy : TET “ga 
rf 7f'o : ; 
rs ozt $ 6 oSt S1079OVIZLE pure Siapyingy “Lr 
(+> . , i 
. é 18 Hy P*4 | tLo'S; ; MUICLIOLUTF Qk 
a a ] Z | O@L‘LG PVIT Weloy I 
-. | Ge Li { 
? Q°S ; iy: QO°S ie ¢ O99eBGO L pue 4ULIG] “poo. vi 
, | ay ‘e | Lbt‘¢ ul J pue sinqgnousy -€¢ 
’ i ; 7 ‘7 , : 
ni eo Zz , y ) : d STPOTUeY) 4 
( 0° C , 
) ) d C abl 1a yy p > L9IyVeIT 61 
! b I I | b60‘'r1 ] iZit‘or 1 l ' 
Mp lo rNWYKAT] Loy) i] 
tH 6 o'r tto'® ! 10‘OT o- c 
sot fae oy | OM “6 
£ | 1€g 9 re u0}}07 ‘2 
00°F 1 * 2 thor o'r I suo y pure J 
( o* a 3 Sted eon 
7 : Or 7 / gif‘or a i 5 OR F, it US pue surddr a 
y $ PLR‘09 f-g ) 9" 2 ‘Aurdoursu » 
f ‘ » ( 
1fQ'h1 ( Z i ee 2 
Q ore 2 ‘ pray p iv pue DIS | t 
C¢ f | >‘ | ert n° ‘Aur 
‘ g I 1 prr‘or ? r | ; , 
| j | es) Puiul a | fvo’, I 
F j F i Tr s 7? ! moe 
; | 
. / ) { fo / | ity 
API | , *N i s iv oe | 





(4ANGIVIC ATYaLUVOaS) Iss v1) 


*NIVIANG LVWaNOD NI SHINVAGY MNWa 





THE BANKER 


Treasury Deposit Receipts 
Raised Redeemed Outstanding 

Meanthiy* im {m ém 
o 2185 

1636. : 

139 1598. 
210.0 3 1572 
455. . 1559 
430. . 1543. 
- 1483. 

Igo. 82. ! 1390. § 
225 : 1479. 
455. 7. 1647. 
500. 4 ; 1779. 
380. ‘ 1743. 
5 1742. 

131. 1676.5 

194.0 . 1657.5 
210, ; 1508. 
543- 94. 4450 

387. 3 1463.5 
1403. 
june 110.5 132. 1442. 

July 159.5 193. 1408. : 

Lug. 30 7 190.0 275.5 1323.¢ 

* Periods ended on last Saturday in each month, except at final month in each quarter 
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i945 Aug 
Dec 

1946 Jan 
Feb 
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May 
June 
July 
Aug. 
Sept 
Oct. 
Nov 
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April 
May 
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§ Peak total 


Net New 


1947 Net New 1947 
Redeemed Borrowing 


Week ended Raised Redeemed Borrowing Week ended 
Mar. S_ . 130.0 160.0 - 30.0 July 5 ; 133.0 73.5 
15 . 50.0 158. 8.5 ss a 60.0 - 
22 es 50.0 Sr. .o . 19 40.0 
» SF « 239.0 100. § ; 26 . 
ik 6 .. S60 160. 
12... 140.0 140. 
19 .. 100.0 80. 
26-Jun.7 — 
Junerg .. 60. "0 
21 ‘ 50 oo 


30 o 2 


Distribution of Bank Deposits 


NET DEPposiTs 
Total Personal 


b17 


4 million 


1y4goO June 3 
June ; 
December 3! ¥ oP 
june 30 3203 a) : 7%4 
December ¢ 7 ? 
june 30 
December! 

June 30 
December 
June 39 
December 
june 30 
December 
June 30 


ob! 
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THE NATIONAL CITY BANK OF NEW YORK 
















Founded 1812 
Head Office: 53 WALL Street, New York 
117 OLD BROAD STREET, E.C.2 


London Offices : 11 WATERLOO PLACE, S.W.1 














TO BANK MANAGERS 


Please consult us—we have been established since 
1772 — regarding your customers’ JEWELLERY & 
SILVER. We will gladly advise you free of charge. 


SPINK & SON, LTD. 


Medallists to 56 and 7 King Street, Tel.: Willtehall 5276 
St. James’s, LONDON, S.W.1 


By Appormimen: 








VALUATIONS 
For 70 years the name of LEOPOLD FARMER & SONS 
has been associated with the valuation of 


INDUSTRIAL PROPERTIES, PLANT AND MACHINERY 


An accurate valuation of property and plant may be utilised for a 
variety of purposes. It cannot, therefore, be over-emphasised that 
the opinion of value should carry the name of an old established firm 


LEOPOLD FARMER & SONS 


Surveyors, Valuers and Auctioneers 


46, GRESHAM STREET, LONDON, €E.C.2 
Tel. MONARCH 3422 


A. M. BONNER, L® “= 
30 LIME ST. jr 
seats } Manstan House 










} DATING STAMPS, URGENT ORDERS AUTGMATIC NUMBERING AND 


‘ BNDORSING INKS AND me DATING MACHINES, GOBPANY 
SELF-INKING PADS A Speciality SEALS, GENERAL ENGRAVERS 





Unrivalled Banking facilities provided at over 240 
Over 240 * points in New Zealand and at Melbourne, Victoria; 


Sydney, New South Wales; Suva, Fiji; Apia, Samoa, 
Branches 


Bank of New Zealand 


Incorporated with Limited Liability in New Zealand by Act of General 
Assembly, 29th July, 1861 
HEAD OFFICE: WELLINGTON, NEW ZEALAND 
P. L. PORTER, General Manager. 


the Bank makes Telegraphic Transfers, negotiates and 
P o collects Bills of ——— _ 
> C London Office: 1 QUEEN VICTORIA STREET, E.C.4 
Agencies O. M. SAMUEL, Manager. 


In addition to issuing Drafts and Letters of Credit, 
and te : 





ae 


THE PALESTINE DISCOUNT BANK LTD. 
TEL-AVIV (Head Office) and JERUSALEM 
Paid up Capital and Reserves - £.P. 1,036,000.— 


Every description of Banking Business transacted. Correspondence is invited from Banks and 
Bankers seeking an efficient connection in Palestine. 
AFFILIATION 
THE PALESTINE MERCANTILE BANK, LTD. 
HAIFA REHOVOTH 


The Bank transacts every description of trustee business 
through the P.D.B. Executor & Trustee Co., Ltd. 








Wool, Woollies and Woollens. 





THE PROVIDENT ASSOCIATION OF LONDON, 


LIMITED. 
Provident House, 246, BISHOPSGATE, LONDON, E.C.2. 
FOUNDED 1877. 


ATTRACTIVE ANNUITY RATES. 


TOTAL FUNDS 
£17.000.00060 


n application to Managing Director, 
Provident House, 246, Bishopsgate, London, £.C.2. 








